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PREFACE 

This Outline of Economics is designed to present 
the fundamentals of the subject in as brief and concise 
a manner as is compatible with clearness of expression 
and accuracy of statement. It is hoped that the de- 
sired end has been attained by the inclusion of the 
following features: 

(I) The outline form of presentation. 

(II) The logical division of the subject into brief 
chapters followed by questions carefully culled from 
recent examination papers. 

(III) The concise statement of laws and principles 
typographically emphasized. 

(IV) The recent examination papers placed at the 
end of the book will, it is hoped, prove helpful to 
teachers preparing students for examinations. 

Only the most authoritative sources have served as 
guides in the preparation of the book. 

The author desires to express his thanks to Mr. J. 
Rubel of the Eastern District High School for his kind- 
ness in reading the manuscript. 

Eugene B. Riley. 

Brooklyn, New York, 
February, 1922. 
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CHAPTER I 
ECONOMICS AS A SCIENCE 

Definition. — Economics is the social science which 
treats of man's wants and the satisfaction of those 
wants. • 

Divisions of Economics. — For convenience, the 
study of economics is divided under the following 
headings : 

1. Consumption. 3. Exchange. 5. Public Finance. 

2. Production. 4. Distribution. 

Fundamental Characteristics of Present-Day Eco- 
nomic Life. — ^The exclusive right of an individual to 
control an economic good is called private property. 
Its limitations are: 

1. Taxation. — Organized society takes for its own 

use part of the valuable goods of its citizens for 
the purpose of defraying the general expenses of 
the government. 

2. Eminent Domain and Requisition. — The state may 

take for its own purposes, with due compensation, 
land or other property. For example, in time of 
war a nation may take, because of military ne- 
cessity, wagons for the transportation of troops. 
Right of contract is an agreement between two or 
more parties which the law will enforce. Its limita- 
tions are: 

1 . Parties. — Infants and insane persons may repudiate 

contracts. 

2. Purposes. — Contracts for gambling or for usury 

are illegal. 
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//.frt^idtfaJlreedbtfi-iiiQludes the right to move from 
place to place and the right to acquire property. 

Private enterprise is the right of an individual to 
engage in private business. Its limitation is natural 
monopolies. For example, special authorization is neces- 
sary to establish street railways, etc. 

Guaranteed privileges include: 

1 . Patents, — ^An inventor has the sole right to manu- 

facture and sell his invention for a period of 
seventeen years. The arguments for this privi- 
lege are that it encourages inventions and in- 
duces capitalists to risk their capital in the de- 
velopment of new processes. The arguments 
against are that it leads to monopoly and that 
frequently the inventor does not receive the 
full rewards accruing from his invention. 

2. Copyrights. — ^Authors have the sole right to pub- 

lish their works for a period of twenty-eight 
years, after which time the copyright may be 
renewed for an additional twenty-eight years. 

3. Trade Marks, — These are very important in for- 

eign trade. The government guarantees a firm 
the sole right to the use of a distinguishing sign 
or name because it may have spent a great deal of 
money in advertising its particular brand of 
goods. 

QUESTIONS 

(i) Define economics. Give several reasons why economics is 
taught in your school and state in what ways its study has 
benefited you. 

(2) What is the difference between economy and economics? 

(3) "Economics treats of man in society." Explain fully the 

meaning of this statement. 

(4) Why do modern economists make men rather than goods 

the prominent thing in economic science? 

(5) Does economics teach people (a) how to become rich, (b) 

how to succeed in business? Justify your answer. 



CHAPTER II 
CONSUMPTION 

Definition. — Consumption is the destruction of utili- 
ties, for the purpose of satisfying human wants. 

Human Wants. — ^Among human wants are food, 
shelter^ clothing, education and recreation. The factors 
which determine these wants are: 

1. Imitation. — If John Jones buys an automobile his 

neighbor will also want to purchase one. 

2. Education. — The degree of education possessed by 

an individual determines the number of his wants. 
The more highly educated a person is the greater 
is the number of his wants. 

3. Advertising. — "It pays to advertise." — The more 

widely and wisely a product is advertised the 
greater will be the desire to purchase it. 
Utility. — ^Utility is the want-satisfying quality of 
commodities. Utilities may be: 

1. Elementary, — The want-satisfying power due to 

the elements of a commodity ; e.g., raw materials 
such as iron ore, lumber, etc. 

2. Form, — The want-satisfying power arising from 

the particular form of a commodity ; e.g., a coat 
as contrasted with the cloth from which it was 
made. 

3. Place. — ^The want-satisfying power due to the 

existence of the commodity at a particular place. 
Compare the value of oranges in New York City 
and in Florida. 

4. Time. — ^The want-satisfying power due to the exist- 

ence of a commodity at a particular time. Com- 
pare the value of ice skates in winter and in 
summer. 

7 
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5. Possession, — ^The want-satisfying power arising 
from the possession of a commodity by one per- 
son rather than by another. For example, the suit 
of clothes that I wear may be worth ten dollars to 
John Jones but may be worth fifty dollars to me. 
A portrait of myself may be priceless to me but 
worthless to Jones. 

Kinds of Goods. — Goods are classified as follows : 

1. Durable Goods — those that furnish repeated satis- 

faction of human wants ; e.g., a building. 

2. Perishable Goods— ihose that furnish a single sat- 

isfaction of human wants; e.g., ice cream. 

3. Free Goods — ^those that are not limited in quantity 

and do not depend upon man's exertion ; e.g., air, 
sunlight, etc. 

4. Economic Goods — those that are limited in quan- 

tity and depend upon man's exertion ; e.g., books, 
clothing, etc. Exchangeability is a test of eco- 
nomic goods. 

Wealth. — Wealth consists of those material com- 
modities and personal services the supply of which is 
limited. 

Marginal Utility. — The marginal utility of a com- 
modity is the utility of the last or least important unit 
of that commodity. For example, if you have five 
tons of coal at a given time the utility of the fifth ton 
is the marginal utility. The importance of a good 
depends upon its marginal utility and not on its total 
utility. For example, diamonds are more expensive than 
coal because of their scarcity. 

The Law of Diminishing Utility. — The marginal 
utility of a commodity to its owner at a given time de- 
creases as the number of units of the commodity in- 
creases. For example, the utility of the first apple is 
very great, the utility of the second is less, while that 
of the third is less than that of the second. 
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E^conomic Order of Consumption. — The choice of 
goods is determined by the surplus of satisfaction over 
cost. . For example, if the price of potatoes is increased, 
rice will be used. 

The Law of Variety. — Greater marginal utility results 
front variety in consumption. For example, instead of 
eating five bananas, a person will derive greater satis- 
faction by eating one banana, a slice of bread, and a piece 
of cake. 

The Law of Harmony. — Greater satisfaction results 
from the consumption of a group of commodities in com- 
bination than from the same commodities consumed sepa- 
rately. For example, a slice of bread and butter will give 
greater satisfaction when eaten together than when eaten 
separately. 

Demand. — Demand is the desire for commodities 
backed up by the ability to pay for them. 

The Laws of Demand. — Demand varies 

1 . Directly with the marginal utility, — The greater the 

use of a commodity, the greater is the demand 
for it., 

2. Inversely with the price, — The higher the price of 

a commodity, the smaller is the demand for it. 

3. Directly with the purchasing power, — The more 

money in the hands of buyers, the greater is the 
demand for commodities and vice versa. 

Elastic Demand. — A decrease in price results in a 
great increase in the quantity demanded; an increase 
in price results in a great decrease in the quantity de- 
manded. The demand for luxuries is therefore elastic. 

Inelastic Demand. — A decrease in price does not re- 
sult in a great increase in the quantity demanded; an 
increase in price does not result in a great decrease 
in the quantity demanded. The demand for necessi- 
ties is therefore less elastic. 

Engel's Law. — As the income of a family increases : 

I . The percentage spent for food decreases. 
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2. The percentage spent for clothing^ rent, fuel and 
light remains nearly the same. 

3. The percentage spent for education, recreation and 
health increases. 

The Significance of Engel's Law. 

1. "The curse of the poor is their poverty." The 
vicious circle of poverty, lack of education, 
unskilled work, low wages and poverty again, 
keeps the poor in their misery. 

2. It shows that some tax laws place an unfair 
burden on the poor; e.g., the duty on such 
imports as sugar. 

3. It shows that high wages are socially desirable 
and that greater facilities for democratic edu- 
cation are a social benefit. 

Luxuries. — By luxury is meant the consumption of a 
commodity that adds to the individual's comfort or 
pleasure but which is not necessary to his health and 
strength or to his position in society. What is a 
luxury to one individual may be a necessity for 
another. For example, a full dress suit would be a 
luxury for a poor man but a necessity for a concert 
singer. 

Objection to Luxuries. — The argument that the con- 
, sumption of luxuries is desirable because it provides 
employment is not valid because the labor and capital 
spent in producing luxuries could be more profitably 
used to produce buildings, tools, and other useful corn- 
modi tieSs 

QUESTIONS 

(i) Show how the invention of printing increased human 
j wants. Show how printing is used to-day to increase 

human wants. 

(2) Illustrate economic necessity by making a list of economic 

goods which you consider necessities in your case. 

(3) "It pays to advertise." Argue for or against the truth of 

this statement. Show the relation of extensive expendi- 
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tures of economic wealth in advertising to the sum total 
of the wealth of society. 

(4) Explain time, place and possession utilities. 

(5) Explain what is meant by the term, marginal utility; give 

illustrations. 

(6) Mention a business undertaking that is based on the crea- 

tion of (a) time value; (b) place value; (c) form value. 
Explain in each case how value is created. 

(7) State and illustrate the law of diminishing utility. 

(8) Taking a farm or a factory as an illustration, show what 

is meant by marginal utility of (a) land, (b) labor, (c) 
capital. 

(9) It was remarked by Adam Smith that the things which 

have the greatest value in use, frequently have little or 
no value in exchange. Explain. 

(10) Explain the difference between economic utility and eco- 

nomic value. Give one illustration of each. 

(11) Show how demand varies with changes (a) in marginal 

utility, (b) in price, (c) in general wealth. 

(12) Show how the principle of elasticity of demand is illus- 

trated in the case of (a) an oversupply of sugar on the 
market, (b) an undersupply of sugar on the market. 

(13) Illustrate the truth of the statement that what is a luxury 

for one man may be a necessity for another. 

(14) Is it socially expedient for the rich to spend money freely 

for luxuries? State reasons. 

(15) Show the economic error in the following statement 

"Their extravagant expenditures for luxuries should not 
be condemned, because they make employment for many 
people." 

(16) A uses a certain amount of capital in maintaining a steam 

packet and a crew of 12 men engaged in carr3ring garden 
, truck from South Carolina to N. Y. City. B uses the 
same amount of capital in maintaining a steam yacht and 
a crew of 12 men for making occasional pleasure trips. 
Discuss the economic value of each undertaking to the 
community. 

(17) Criticize the following statement: Doubtless the best thing 

to do with spendthrifts is to do nothing — not even to 
worry about their waste of money. Their waste of 
money, in fact, is the least silly thing to do, for the money 
is in constant flux and serves its purpose. 

(18) A reformer recently said: "He who consumes economic 

wealth in excess of his production is a parasite on the 
body politic - For every such person there must be at 
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least one person who receives for consumption less than 
he actually produces." Explain and illustrate this state- 
ment, and show whether it is true or false. 
(19) "Since there is only a limited amount of economic energy 
and productive power the production of luxuries reduces 
the amount of the necessities that may be produced, thus 
increasing the number of paupers with the increase of 
the numbers of those who encourage luxury." Discuss 
the truth or the error of this statement giving concrete 
illustrations. 



CHAPTER III 
PRODUCTION 

Definition. — Production is the creation of utilities 
to satisfy human wants. 

Reasons for Production. — The factors that stimu- 
late production are: 

1 . The satisfaction of present wants. 

2. The provision for the future, 

3. -The taking care of one's dependents. 

4. The desire for power over men and things. 

5. The desire for activity. 

Stages of Industrial Development. — Industrial de- 
velopment may be traced through the following 
stages : 

1. Hunting and fishing. 4. Handicraft. 

2. Pastoral. 5. Industrial. 

3. Agricultural. 

Causes of Industrial Development. — The causes 
which lead to industrial development are the discovery 
of new forces and processes and the perfection of 
mechanical inventions. 

Periods of Industrial Stages. 

1. Application of steam power to manufacture. 

(1769-1830). 

2. Application of steam power to transportation 

(1825- 1 870). 

3. Concentration and integration of industry 

(1880-1900). 

4. Application of electric power to industry. 

13 
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Principal Mechanical Improvements. — ^The Indus- 
trial Revolution. 

1. Spinning and IV caving, 

Kay's fly-shuttle (1738). 
Hargraves' spinning jenny (177a). 
Crompton's spinning mule (1779).- 
'^ Cartwright's power loom (1785). 
Whitney's cotton gin (1792). 

2 . Use of Steam, 

Watt's steam engine (1769). 
Fulton's steam boat (1807). 
Stephenson's locomotive (1814). 
London Times printing press (1814). 

3 . Transportation. 

Canals and railroads. 

4 . Use of Electricity, 

Morse's electric telegraph (1832). 
The inventions of Thomas Edison. 

5. Farm Machinery. 

McCormick's reaper (1831). 
Results of the Industrial Revolution. 

1 . Industry and commerce expanded. 

2. The relation of classes, capital and labor, changed 

3 . Woman and child labor became important. 

4. Cities grew up. 

5. The study of political economy became important. 

Adam Smith wrote his Wealth of Nations in 
1776. 

6. Industrial depressions made their appearance. 

The Factors of Production. — ^The factors of produc- 
tion are land, labor, capital, the entrepreneur and the 
state. 

Land 

(a) Furnishes standing room, 
(fc) Supplies such natural products as coal, iron, 
etc. 
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(c) Makes agriculture possible because of fer- 

tility and climate. 

(d) Furnishes power; e.g., windmill, electric, 

power, etc. 

The Law of Diminishing Returns. — If the amount of 
capital and the quantity of labor applied to a given unit 
of land be increased, a point is reached beyond which 
this added capital and labor fail to give a proportionate 
return. This law applies equally well to mines, manu- 
factures and building sites. Improvements in methods 
of production will change the point at which the returns 
\\rill begin td diminish. 

Significance of the Above Law, — The Law of Di- 
minishing Returns explains why American farmers 
do not produce as much per acre as English farmers. 
In Europe, where land is expensive as compared 
with labor and capital, it is profitable to apply a large 
amount of labor and capital to a given area. This is 
known as intensive cultivation. The intensive margin 
of cultivation is reached when no surplus is obtained 
from the last application of labor and capital. In the 
United State extensive cultivation is employed because 
labor and machinery are expensive as compared with 
land* In other words, it is more profitable to bring under 
cultivation more land rather than to apply more labor 
and capital to the land already under cultivation. The 
extensive margin of cultivation is land which yields no 
surplus but just pays for the labor and capital expended. 
Whether this condition will continue to exist in America 
will depend upon the relative costs of land, labor and 
capital. 

Labor, — ^By labor we mean human effort, physical 
or mental, used in the production of goods. The 
labor force of a country depends upon the quan- 
tity or size of its population, the quality of labor 
and its organization. 
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Population. — The natural increase (excess of births 
over deaths) has been explained by some economists 
according to the Malthusian Theory. 

The Malthusian Theory. — The population tends to 
increase in geometrical progression, doubling in periods 
of about twenty-five years; the food supply tends to in- 
crease in arithmetical progression. The checks to natural 
increase of population are war, famine, disease, vice and 
prudential restraint. There is a very close relation be- 
tween the population of a country and the prevailing 
standard of living. The danger at the present tinie seems 
to be not from over-population but rathei\ from race 
suicide. 

Criticism of the Malthusian Theory. — It is not uni- 
versally true; it may be true locally and temporarily. 
The food supply has increased in a ratio greater than 
the arithmetic. 

Correct Remedies for the Problem of Population. — 
Better social and industrial conditions and a more 
equal distribution of wealth would tend to solve the 
problem. 

Immigration. — The causes of immigration are: 

1. Better economic conditions in the United States. 

2. Advertising by steamship companies. 

3. Religious persecution. 

4. Evasion of military service. 

5. Love of adventure. 

Advantages of Immigration. — Among the advan- 
tages of immigration are: 

1. The productivity of the United States is in- 

creased. 

2. New lands are opened up. 

3. Railroads are built. 

4. The immigrant has greater opportunities. 
Disadvantages of Immigration.— Among the disad- 
vantages of immigration are: 

I . The tendency to lower wages. 
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2. The problem of Americanization. 

3. Increased taxation. 

4. *'Boss rule" is made easier. 

5. The congestion of cities. 

6. A disproportionate number of diseased, illiterate, 

insane and criminal persons. 
Act of May 19, 1921. — ^This Act provides that the 
number of aliens of any nationality that may be ad- 
mitted under the immigration laws of the United 
States in any fiscal year shall be limited to three per 
centum of the number of foreign-born persons of such 
nationality resident in the United States as determined 
by the census of 1910. 

1. Advantages of the Percentage Principle. — It is 

simple and is just to the different racial groups 
already in the country. 

2. Disadvantages of the Percentage Principle. — It is 

difficult to select a census which will provide the 
correct number of persons born in Europe of 
each racial strain to give a representative per- 
centage for future admissions. It also affords 
European sharpers opportunity for playing upon 
the hopes of prospective immigrants. 
Quality of the Labor Force. — Health, physical 
strength and endurance, intelligence, judgment, ambi- 
tion, energy, perseverance, imagination and acquired 
skill are the factors that determine the quality of the 
labor force. 

Organization of the Labor Force. 

1. Associated Effort — A group of people combine 

their labor to accomplish a common end; e.g., 
boys clearing a field so that it may be used for 
foot-ball games. 

2. Division of Occupations. — Thus, one person is a 

carpenter, another is a shoemaker and still 
another a physician, etc. 

3. Complex Division of Labor. — The process of man- 
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uf acturing a commodity is divided into a number 
of operations and any one worker performs one 
or two of these operations. 
Advantages of Division of Labor. 

1. Leads to greater skill. 

2. Saves time. 

3. Leads to inventions. 

4. Makes use of the different abilities of workers. 

5. Keeps capital employed. 

6. Shortens the period of apprenticeship. 

7. The problem of supervision is simplified. 
Disadvantages of Division of Labor. 

1. Women and children are employed. 

2. The work becomes monotonous. 

3 . The worker cannot easily enter upon a new kind 

of work if an industrial disturbance deprives 

him of his present work. 
Territorial Division of Labor. — A country and its 
various sections produce those things for which they 
are best fitted. The factors involved are : 

1. A favorable climate. 

2. Availability of raw materials. 

3. Accessibility of markets. 

4. Supply of water-power and electricity. 

5 . A sufficient supply of the kind of labor needed. 

6. A local supply of capital for investment. 

7. The advantage of an early start. 

Capital. — Capital means the produced instruments 
of production. 

Sources of Capital. — Among the sources of capital 
are: 

1 . Production. — Greater production than is needed to 

satisfy present wants. 

2. Saving. — The consumption of part of the product 

is postponed. 

3. Surplus thus saved is used for further produc- 

tion. 
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Reasons for Saving. 

1 . The desire to provide for the future. 

2. Security of Capital. — ^The stability of the govern- 

ment makes saving desirable. 

3. Interest is earned on capital loaned to others. 
Classification of Capital. 

1 . Fixed Capital — capital which can be used again and ' 

again in production; e.g., machinery, buildings, 
etc. 

2. Circulating Capital — capital that is used up in a 

single process; e.g., coal, oil, paper, etc. 

3 . Free Capital — capital that can be used in more than 

one kind of industry ; e.g., coal, iron, etc. 

4. Specialized Capital — capital that can be used in only 

a single line of production. It cannot be with- 
drawn without loss ; e.g., railways, printing press, 
etc. 
Services of Capital to Production. — Among the ser- 
vices rendered by capital to production are: 

1 . It increases production. 

2. It makes possible the enjoyment of products that 

we otherwise could not have. 

3. It makes possible a product of improved quality. 
The Entrepreneur or Captain of Industry. — ^The 

entrepreneur 

1. Organizes the factors — land, labor and capital — 

and directs production. 

2. Assumes the risk of production. 

3. Estimates, modifies or creates demand. 
The State. — Consult the following: 

Chapter I, page 5 Chapter XVIII, page 76 

Chapter VI, page 34 Chapter XIX, page 80 

Chapter XIV, page 69 

QUESTIONS 

(i) Define production and give two effects of the World War 
on production in the U. S. 
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(2) Explain fully what is meant by (a) production, (b) over- 

production. 

(3) Give an account of the industrial revolution of the late 

i8th and early 19th centuries. 

(4) Give a detailed account of the economic results of one 

great invention. 

(5) Explain what is meant by the factory system. 

(6) Explain what is meant by the industrial revolution and 

show its relation to the rise of class consciousness. 

(7) Explain the following: "Child labor in factories tends to 

destroy the foundations of economic welfare." 

(8) Discuss the following: "The introduction of the factory 

system cheapened products but debased the laborer." 

(9) Give an account of the industrial revolution of the 18th 

century with reference to (a) the inventions that brought 
it about, (b) four of its effects, (c) mention two recent 
inventions or new processes to show that it is still undei* 
way. 

(10) It is sometimes said that panics are caused by (a) an ex- 

pansion of credit, (b) a contraction of credit. Explain 
this apparent contradiction. 

(11) Explain how overproduction can cause a panic. 

(12) What is the effect of a financial panic on (a) the market 

price of securities, (b) the intrinsic value of the indus- 
tries on which these securities were issued? 

(13) What is a panic? What causes lead to panics? What con- 

ditions of business make it liable to injury by a panic? 
It is said that in 1907 millions of dollars were lost. Ex- 
plain the meaning of the word "lost" in this statement. 

(14) Give two economic reasons for excluding the Chinese and 

Japanese from the U. S. 

(15) Give two economic reasons for and two economic reasons 

against the exclusion of immigrants from the U. S. for 
four years. 

(16) The traditional policy of the U. S. has been "to improve 

rather than to check immigration." Discuss the wisdom 
of this policy under present conditions. 

(17) Give three advantages and three disadvantages of division 

of labor. 

(18) Explain the meaning of division of labor. Illustrate from 

two different industries and show the advantages result- 
ing from the system. 

(19) Explain the truth or falsity of the following statement: 

"The invention of machinery is in one sense a misfor- 
tune, since it deprives workmen of their employment." 
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(20) Explain the following statement: "A too rigid application 

of the division of labor tends to break down the human 
units on which industrial prosperity depends." 

(21) What part is played in production by (a) land, (b) labor, 

(c) capital? 

(22) In the factory system what is the interest of (a) the 

owner, (b) the laborer, (c) the consumer? 

(23) Discuss the importance of the entrepreneur in the modern 

business enterprise. 

(24) Explain the importance of the merchant as a factor in 

the production of wealth. 

(25) Show in detail the services rendered to production by 

capital. 

(26) Give economic reasons for the fact stated in the following 

quotation: "Modern factory construction is inclined to 
favor low buildings." 

(27) Distinguish between the exhaustion of the soil and dimin- 

ishing returns -in agriculture as shown by the law of 
diminishing returns. 

(28) American farmers are constantly criticised because they 

do not produce so much per acre as English farmers. 
Discuss (a) the reason for this condition, (b) the prob- 
ability of increasing our production within the next few 
years. 

(29) Mention four motives that impel men to business activity. 

What is the difference between play and work? 

(30) Define wealth. Show by reference to an electric light 

and power company or by reference to some farm product 
that land, labor and capital are necessary factors in the 
production of wealth. 



CHAPTER IV 

THE FORMS OF BUSINESS ORGANIZATIONS 

The Single Entrepreneur System. — ^An individual 
contributes the land and capital which may be his 
own or which he may have borrowed. He employs 
the required number of workers, directs the business 
and assumes the whole risk. 

1. Advantage — The individual proprietor has per- 

sonal relations with his employees. 

2. Disadvantage. — ^A limited amount of capital can be 

secured. 
The Partnership. — In a partnership two or more 
men provide the capital and assume the risks of the 
business. Profits and losses may be shared equally or 
in certain proportions. 

1. Advantages. — A greater amount of capital can be 

obtained. The benefits of the division of labor 
may be secured. Thus, one partner may have 
money and the other may have the ability to 
conduct the particular business. 

2. Disadvantages. — Partners are jointly and severally 

liable for all the debts of the firm to the full 
extent of their fortunes. The partnership ceases 
at the death of one of the partners. 
The Corporation. — A corporation is an organization 
doing business under a state charter. 

1 , Advantages. — Private fortunes cannot be taken ; 

the stockholder loses only the money invested. 
The death of a stockholder does not cause the 
business to go out of existence. A greater amount 
of capital may be secured. 

2. Disadvantages. — The corporation may be formed 

22 
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for speculative purposes and may issue watered 
stock. The management may not be for the best 
interests of the stockholders. Large shareholders 
who control the majority of the stock can always 
control the corporation. The relations with the 
employees may be very impersonal. 
The Powers of a Corporation. — Among the powers 
of a corporation are: 

1 . To acquire and sell property. 

2. To sue and to be sued. 

3. To carry on such business as is provided for in 

its charter. 
The Management of a Corporation. — ^The manage- 
ment of a corporation consists of a board of directors 
elected by the stockholders. 

Stock. — When a corporation is formed it is capital- 
ized for a certain sum. It may issue stock which is 
divided into shares. These shares represent owner- 
ship of the assets of the corporation. 

Common stock carries no fixed rate of dividend. 
Preferred stock carries a fixed rate of dividend 
which must be paid before holders of common 
stock receive any share of the profits. 
Cumulative Preferred Stock. — 7% cumulative pre- 
ferred stock means that if the dividend of 7% is 
not paid this year, 14% must be paid next year 
before the holders of the common stock receive 
anything. 
Watered Stock. — Stock for which there is no security 
or inadequate security. Certificates of stock are 
issued which do not represent capital paid in. This 
is done to conceal from the public the real profits 
of the corporation. 
Bonds.- — Bonds represent a debt of the corporation. 
Bonds have a fixed rate of interest, a definite date of 
maturity and, if the interest is not paid, the bond- 
holders may foreclose the mortgage. 
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Comparison of Stocks and Bonds: 

Stocks Bonds 

1. The owner is a partner The owner is a creditor. 

of the corporation. 

2. The owner has a vote in The owner has no voice in 

the election of offi- the management, 
cers. 

3 . The owner receives div- The owner receives inter- 

idends. est. 

4. Dividends depend upon The interest is fixed. 

earning capacity. 

The Stock Exchanges. — Stocks and bonds are 
bought and sold on the various exchanges as the New 
York Stock Exchange, The Consolidated Exchange 
and The Curb. These exchanges render the following 
economic services: 

1 . They provide a - market for the investment of 

funds. 

2. By providing a ready market for the purchase 

and sale of securities they make possible short 
time investments. 

3 . They tend to stabilize the values of securities and 

thus protect and encourage investments. 

4. They direct capital to the most productive in- 

dustries. 

The evils of the exchanges are: speculation, gambling 
and fraud. Various committees within the exchanges 
seek to prevent these evils. 

Cooperative Business. — The workers combine to es- 
tablish a business and to direct it either through their 
own members or through a manager to whom a salary 
is paid. They thus dispense with the services of the 
entrepreneur. This is productive cooperation. 

Distributive Cooperation. — This is used in wholesale 
and retail trading. Its purpose is to eliminate the 
middleman's profit; e.g., Rochdale Stores in England. 
The advantages of cooperation are: 
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1 . The workers put forth their best efforts. 

2. Saving is encouraged. 

3. Training in responsibility and business manage- 

ment is provided. 

4. The problem of labor vs. capital does not exist. 
The disadvantages are* 

1. Responsibility and power are not centralized. 

2. The need for experts and adequate compensation 

are not always recognized. 

3. The workers are sometimes unable to secure suf- 

ficient capital for the development of the busi- 
ness. 
Government Ownership. — ^The United States Gov- 
ernment owns and operates the post office. See also 
Chapter VI. 

Advantages of Large Scale Production. 
I • There is a saving in fixed capital. Thus, one large 
building may cost less than two small ones. In 
a large factory machinery is not duplicated need- 
lessly. 

2. There is a saving in circulating capital. Thus, less 

coal may be needed ; a smaller stock of goods 
may be kept on hand to meet changes in demand. 

3. The advantages of division of labor may be utilized. 

The workers are placed at the tasks for which 
they are best fitted. 

4. Less material is wasted because by-products can be 

manufactured. Thus, the skin of the cow is used 
to make leather ; the horns are used to make fer- 
tilizer, etc. 

5. Experiments with new machinery and methods can 

be made. A large amount of capital is necessary 
for conducting experiments. 

6. Raw materials can be secured at lower prices be- 

cause they are purchased in large quantities. 

7. The business can provide its own steamships, man- 

ufacture its own cans, barrels, etc. 

8. It can engage effectively in foreign trade because it 
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can more easily meet the needs of diflferent mar- 
kets. Thus, the kind of nail used in Australia is 
not salable in Java. 

9, It may enjoy lower freight rates. Goods are 
shipped in carload lots and "cross freights" are 
avoided since the goods are shipped from the 
nearest base of supply. 

Economies Open to SmaU-Scale Producers. 

1 . The Law of Diminishing Returns applies to saving 

in fixed capital. Little or no saving results by 
increasing a business beyond this point. 

2. Circulating Capital. — Electric power, for example, 

may be distributed from a central power station 
and in that case the small producer is on the 
same footing as his more powerful competitor. 

3. The advantages of experimentation and utilization 

of waste may be secured through cooperation 
with other smalt^scale producers. 

4. Personal relations with employees result in greater 

efficiency. 

5. They may have a greater knowledge of the needs 

of the local market. 
Trusts and Holding Companies. 

1 . A trust is a combination of corporation^. The trus- 

tee holds the certificates of stock and in return 
issues trust certificates. 

2. A holding company is a- company which does not 

own the plants of the various business units 
in the combination but merely owns all or a 
majority of the stock of each. A group of men 
holding a majority of the stock in several cor- 
porations may thus combine to control all of 
them. 
Reasons for the Formation of Trusts and Holding 
Companies. 

1. Overcapitalization. — The assets are valued at a 

price higher than their real worth. 

2. To gain the advantages of large-scale production. 
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3. To control prices. 

4. To crush competition. 

5. Protective tariff by excluding foreign goods. 

QUESTIONS 

i) Mention three forms of business organization and state 
the advantages of each. 

2) (a) What is a corporation? (b) Name and explain its 
advantages. 

3) Partners desire to incorporate their business, give the rea- 
sons that may influence them to make this change. 

4) Explain the diflFerence between stocks and bonds. Show 
which is the better investment for (a) the person de- 
pendent on the security of his investment, (b) the person 
who is willing to take some risks with his capital. 

5) Discuss the benefits and evils of the stock exchange. 

6) Does the produce exchange render an economic service? 
Defend your answer. 

7) What is the Stock Exchange? What services does the 
Stock Exchange render to the public? How is it gov- 
erned? What is the Curb market? 

8) State the 'economic advantages and disadvantages of specu- 
lation. 

9) What are some of the advantages of production on a large 

scale? 

(10) (a) Wk^t are the reasons for the formation of trusts? 

(b) E^^umerate the evils for which the trusts can be held 
responsible, (c) Is the tariff the "Mother of Trusts'*? 
To what extent is it responsible for the trusts ? 

(11) Define trust, give three illustrations of trusts and three 

reasons why trusts should or should not exist 

(12) Mention three evils that the Clayton Anti-Trust Act sought 

to remedy. Distinguish between the Interstate Commerce 
Commission and the Federal Trade Commission. 

(13) Mention three, of the chief objections to trusts or business 

pools. Mention two advantages of such combinations. 

(14) Give two important provisions of the Federal Trade Com- 

mission Act. 

(15) Discuss the influence of trusts on inventive genius. 

(16) What is a co-operative store and what are its purposes? 

(17) Show by illustration or otherwise how modern industrial 

organization tends to eliminate waste in manufacture. 

(18) Mention four advantages or four disadvantages of eco- 

nomic co-operation. 



CHAPTER V 
EXCHANGE, VALUE, AND PRICE 

Exchange. — Exchange is the transfer of goods in 
return for other goods. 

Advantages of Exchange. — Both parties gain by the 
exchange due to: 

1. Differences in tastes and customs. 

2. Differences in capacity for productive labor. 

3. Differences in natural resources. 
Mechanism of Exchange. 

1. Middlemen such as brokers, agents, wholesalers, 

retailers, peddlers, etc. 

2. Means of transportation and communication, e.g., 

telephones, railroads, etc. 

3. System of weights and measures. 

4. Money and credit. 

5. Commercial legislation and administration. 
Value in Use (Subjective Value). — By this is meant 

the individual's estimate of the importance of the com- 
modity. 

Value in Exchange (Objective Value). — ^The power 
which a good possesses to command other goods in 
exchange. 

Price. — ^The value of a commodity is expressed in 
terms of money. 

Market. — A market is a field within which there is 
such free intercourse between buyers and sellers that 
a single price obtains for a given article at a given 
time. 

The Determination of Market Price. — Market price 
is determined by the Law of Supply and Demand, 
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1. Demand, — ^The number of units of a good that 

buyers will take at a given price {marginal 
utility), 

2. Supply. — ^The number of units of a good that sellers 

will offer at a given price {cost of production). 

The function of market value is to equalize supply and 
demand. 

Normal Price. — ^The normal price is that price which 
just covers the cost of producing a unit of a commodity 
or that price around which market prices fluctuate and 
to which they tend constantly to return under given 
conditions. The normal price is determined by the 
marginal expense of production. 

Exceptions to the Theory of Normal Value or Price. 

1 . Custom, — ^The' price may vary from what it would 

be if it were fixed by competition because retail- 
ers often charge all that the traffic will bear and 
merchants sometimes sell a few goods below cost 
in order to sell other goods at a profit. 

2 . Taxation, — The price includes not only the tax but 

a profit on the amount of the tax. 

3 . Monopoly, — ^The price is fixed at the point of great- 

est net return. 

4. Immobility of Labor. — ^The price of the commodity 

would be lower if there were greater mobility 
of labor. There is little mobility of labor 
among unskilled laborers who can do only the 
lowest grades of work. Moreover, skilled work- 
* ers lose some of their skill if they change their 
line of work. Poverty or ignorance often hinders 
men from moving to the place where the demand 
for their labor is greatest and wages are highest. 

5 . A Large Amount of Fixed Capital. 

(a) The price may be less in such a case than 
it would be if it were fixed by competition 
because the capital cannot be withdrawn 
without loss. 
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(fe) Depreciation charges, interest, insurance and 
taxes continue whether or not the plant 
is running full time. 

(c) The wages of the most highly paid employees 

continue for a time. 

(d) The price will therefore be such as to cover 

the variable expenses and leave something 
for the fixed charges in (a), (6) and (c). 

6. By-products. 

(a) The price of the main product and the by- 
product will be adjusted to the total cost 
of production, 
(ft) The price of the main product may be less 
than if it were fix^d by the marginal cost 
of production because the difference can 
be obtained from the price of the by- 
product. 
(c) The price of the by-product may be low be- 
cause a good price is obtained for the main 
product. 

Causes of High Prices. 

1. Increased Gold Supply, — ^With an increase in the 

supply of gold, its value decreases and prices rise. 

2. Increased Use of Credit, — ^When credit takes the 

place of gold, the supply of money increases, the 
value of money becomes less and hence prices 
rise. 

3 . Decreased Production. — ^The supply of goods is less 

and the greater competition among buyers causes 
prices to rise. 

4. Higher Standard of Living, — With an increase in 

the standard of living, the demand for goods in- 
creases and thus prices rise. 

5. Profiteering. — Merchants sometimes charge for 

their wares all that the traffic will bear. 

6. Price-Fixing by Agreement. — Sometimes there is 

an agreement among sellers to sell at a certain 
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price. The investigation of housing conditions 
in New York City furnished examples of this 
practice in the building trades. 



QUESTIONS 

(i) What is the middleman? Show whether or not his profits 
are socially justified. 

(2) Distinguish by definition or otherwise between value and 

price. 

(3) Explain whether a decrease in the price of salt would 

cause an increase in the quantity produced. 

(4) Explain fully whether there is any relation between the 

price of a sewing machine and the expense of producing 
it. 

(5) If there is a rise of 50 per cent in the cost of production 

of shoes, show the possible effect on (a) normal value, 
(b) market value, (c) demand, (d) supply. 

(6) Show by illustrations (a) that land, labor and capital are 

necessary to give value to raw material, (b) labor on 
raw ^naterial may or may not produce wealth. 

(7) Explain why the relation between supply and demand does 

not always determine the price of a commodity. Men- 
tion other contributing factors in determining price. Give 
an illustration. 

(8) Assume that the price of wheat in New York is $2.39 per 

bushel and that Australia offers wheat at $1.16 per bushel. 
If the price of wheat were not fixed by the government 
how would American wheat production be affected? 

(9) Through a change in the price of raw material or in 

wages the cost of manufacturing a pair of shoes in- 
creases 20 per cent, show that the cost to the consumer 
tends to increase more than 20 per cent. 

(10) In the case mentioned in question 9, show causes that 

would operate to check an increase of retail prices under 

(a) normal conditions of competitive trade, (b) if the 

shoe industry were controlled by a monopoly or trust. 

(11) "The primary cause of the world-wide advance of prices 

since 1897 is the increase of the gold supply." Explain 
this statement. Mention two other causes that have 
helped to bring about higher prices since 1897. 

(12) Show the effect of the increased cost of living on (a) the 

wage earner, (b) the salaried man, (c) the capitalist. 
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(13) State and explain the probable effects of each of the 

following on the cost of living: (a) Tendency of popu- 
lation toward cities, (b) increase of schooling, (c) in- 
creased production, (d) multiplication of banks and 
credit exchanges, (e) use of farm machinery, (/) in- 
crease of transportation facilities. 

(14) Give three conditions under which a large increase in the 

crop of wheat might fail to reduce the cost of living. 



CHAPTER VI 
MONOPOLIES 

Definition. — Monopoly is that control over the sup- 
ply of a commodity which gives the power to fix the 
price. 

Principal Classes of Monopolies. 

1. Legal Monopolies^ — Those based on an exclusive 

grant from the government such as patents, copy- 
rights, etc. 

2. Natural Monopolies. — ^These may be of two kinds: 

(a) Those due to the limitation of the supply of 
raw material. 

(ft) Those due to the peculiar characteristics of 
the business itself. For example, it is bet- 
ter to have one telephone company than 
three 

3 . Capitalistic Monopolies or Trusts, — ^Those that re- 

sult from the control by a few persons of large 
amounts of capital ; e.g.. The Standard Oil Com- 
pany. 
Laws of Monopoly Price. 

1 . The price will be fixed at the point of greatest net 

return. 

2. The richer the community and the greater the in- 

tensity of the demand for the commodity, the 
higher will be the monopoly price which will yield 
the greatest net returns. 
The Factors that Determine Monopoly Price. 

1. Demand. — The lower the price the greater is the 

demand, and vice versa. 

2. Variable Expenses. — Expenses will increase with 

each unit of good produced. 

33 
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Limitations to Monopoly Price. 

1. Potential Competition. — Higher prices may induce 

other producers to enter the field. 

2. Power of Substitution. — When the priges are too 

high, people will buy other goods. 

3. Governmental Interference. — The government tries 

to curb greedy monopolies. 

Monopoly Profits. — ^These are sometimes concealed 
by overcapitalization. 

Benefits of Monopolies. — See under Large Scale 
Production, page 25. 

Evils of Monopolies. 

1 . Higher Prices. — ^These result from the fact that the 

monopolist controls the supply of the particular 
commodity and can therefore fix the price. 

2. Stock-watering. — This is done to conceal excessive 

profits so that the government will not seek to 
reduce the rates charged. 

3. Political Corruption. — The monopolist may some- 

times seek to influence legislators against public 
interest. 

4. Unfair Tactics. — ^The monopolist may charge a 

lower price when competition exists so as to drive 
the competitor out of business. 
Trust Legislation. 

1. The Sherman Anti-Trust Act of i8po. — ^This Act 

declares illegal "every contract, combination in 
the form of trust or otherwise, or conspiracy, in 
restraint of trade or commerce among the several 
states, or with foreign nations." 

2. The Clayton Antp-Trust Act of 191 4. — ^This Act 

(a) Declares that labor is not a commodity. 

(fe) Prohibits interlocking directorates under 
certain conditions. 

(c) Prohibits unfair competition, price discrimi- 
nation and restrictive sales and leases. 

(rf) Prohibits holding companies. 
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3. The Federal Trade Commission (1914). — Five 
members, not more than three of the same po- 
litical party, are appointed by the President for 
a term of seven years. Their powers are: 
(a) To investigate the aifairs of all corporations 
engaged in interstate or foreign commerce 
except common carriers (Interstate Com- 
merce Commission) and banks (Secretary 
of the Treasury). 
(&) They may require annual or special reports 

from such corporations, 
(c) They can decide what information shall be 

made public, 
(rf) They aid in the enforcement of the anti- 
trust laws. 
{e) They nicike recommendations to Congress. 

Remedies for Evils of Trusts. 

1. Publicity. — Mere knowledge of the facts concern- 

ing their capitalization, eaming:s and price 
policies is not sufficient. The Federal Trade 
Commission (1914) may make investigations. 

2. Reform of the Tariff. — ^This would be effective in 

reducing the power of some trusts. 

3. Prevent Unfair Competition. — Prices are reduced 

where competition exists and restrictive sales are 
sometimes made. These are now prohibited by 
the Clayton Anti-Trust Act. 

4. Prevent Railroad Discriminations. — ^All shippers 

must receive the same treatment if competition 
IS to exist. 

5 . Uniform State Corporation Laws. — Some states 

have lax laws regarding corporations because 
they obtain large incorporation fees in this way. 

6. A Federal Corporation Law. — ^This could only be 

applied to corporations doing an interstate busi- 
ness. 
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Public Ownership. — The advantages of public 
ownership are: 

1 . Lower prices and lower taxes would result. 

2. There would be greater efficiency. 

3. Political corruption would be lessened. 
The disadvantages of public ownership are : 

1 . The government would have to pay higher prices 

for materials. 

2. Workers would demand shorter hours- and 

higher wages. This would result in decreased 
efficiency. 

3. Policies would change with each new administra- 

tion. 

QUESTIONS 

(i) Define natural monopoly. Give two illustrations of natural 
monopoly and show why it would-.be better for the state 
to control natural monopolies than to control competitive 
business. 

(2) (a) Define monopoly price and show how it is deter- 

mined, (b) Why does the law of monopoly price indi- 
cate the tendency of price rather than the actual price? 

(3) Define municipal ownership of public utilities. State some 

serious objections to municipal ownership. 

(4) Argue for or against government ownership of the tele- 

graph lines. 

(5) Name two kinds of monopolies and discuss their compara- 

tive desirability from the standpoint of the community 
at large. 

(6) Discuss three types of natural monopolies. 

(7) Mention two evils and two benefits that might result if 

the United States were to establish a government mon- 
opoly of salt 

(8) If the United States Steel Corporation had a monopoly 

of the manufacture of steel, state how the market price 
of the finished product would be determined. 

(9) Distinguish between the capital of an industrial corpora- 

tion and the capitalization. Show that a monopoly in 
any given industry offers a temptation to overcapitaliza- 
tion. 
(10) What reasons are sometimes assigned for government reg- 
ulation of the coal-mining industry in the United States? 
Do you regard such regulation as (a) desirable, (b) 
practicable? Give reasons. 



CHAPTER VII 
MONEY 

Functions of Money. 

1. As a Medium of Exchange. — A commodity is ex- 

changed for money which, in turn, is exchanged 
for commodities. 

2. As a Measure of Value. — The values of all com- 

modities are quoted in terms of money. 

3. As a Standard of Deferred Payments, — ^The value 

of a bale of cotton may fluctuate widely over 
a period of five years but the value of money 
will be more stable. 

4. As a Store of Purchasing Power, — By saving 

money a person stores up purchasing power for 
the future. 
Qualitieis of Good Money. 

1 . Commodity Value. — The article must have value 

in addition to its value as a means of exchange. 

2. High Specific Value. — Its value must be great in 

proportion to its weight and bulk. 

3. Uniformity. — A given amount of the commodity is 

always just as valuable as any other equal 
amount. 

4. Stability of Value — The supply of the commodity 

must not vary greatly. 

5. Cognizability, — ^The commodity must be easily 

recognized. 

6. Durability. — The commodity must not wear out 

quickly. 

7. Portability. — The cost of transporting the com- 

modity should be slight. 
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8. Divisibility. — The commodity must be such that it 

can be divided into small parts for small ex- 
changes. 

9. Malleability, — ^This quality makes coinage easy. 



Kinds of Money in the United States and the Legal 
Tender Powers of Each Between Private Persons. 



Coin 

Gold is full legal tender. 
Double eagle 
Half eagle 
Quarter eagle 
Dollar 

Silver. 

Dollar legal tender "ex- 
cept where otherwise 
expressly stipulated 
in the contract." 
Half-dollar 
Quarter 
Dime 

Legal tender to the 
amount of ten dol- 
lars in one pay- 
ment. 

Nickel. 

Five cent piece 

Copper. 

One cent piece 

Legal tender to the 
amount of twenty- 
five cents in one 
payment. 



Paper 

Gold Certificates. 

Full legal tender by 
the Act of 1920. 

Silver Certificates. 

Full legal tender by 
the Act of 1920. 

Treasury Notes (1890). 
Legal tender to any 
amount "except 
where otherwise 
stated in the con- 
tract/' 

U. S. Notes (Greenbacks). 
Same as treasury notes. 

National Bank Notes. 
None. 

Federal Reserve Notes. 

None. 

Federal Reserve Bank 
Notes. None. 
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Coinage. 

1. Free Coinage. — The right of an individual to take 

bullion to the mint and have it coined into money. 

2. Gratuitotis Coinage. — The government makes no 

charge for coining the metal. 

3. Seigniorage. — ^The charge made by the government 

is greater than the cost of coinage. 

4. Brassage. — ^The charge made by the government 

only covers the cost of coinage. 



Laws of Money 

Value of Money. — The value of money depends 
upon the demand for and the supply of money. The 
former depends upon the volume of business; the 
latter, upon the quantity of money and the rapidity of 
circulation. Both the demand for and the supply of 
money are influenced by the various forms of credit. 
For example, book credit, promissory notes and drafts 
lessen the demand for money. Checks and bank notes 
increase the supply of money. General prices vary 
directly with the quantity of money. 

Gresham's Law. — When two or more kinds of money 
of the same nominal but of different commodity value 
per unit circulate at the same time with legal tender 
power, the cheaper will tend to drive the dearer out of 
circulation. For example, if the mint ratio of silver to 
gold is sixteen to one and the market ratio is thirty-two 
to one, gold will be driven out of circulation. 

Standards. — ^There are two standards: 

1 , Single Standard — Monometallism. — A single metal. 

In the United States gold is the standard money. 

2. Double Standard — Bimetallism — two metals. Gold 

and silver are standard money; i.e., they have a 
fixed legal ratio and full legal tender, power. 
Silver coins in the United States are subsidiary 
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or token coins because their value as coins is 

« 

greater than the market value of the metal. 

National Bimetallism. 
^\, Advantages. 

(o) It would lessen the fluctuations in the value 

of money. 
(6) It would help debtors, 
(r) It would increase business. 
2. Disadvantages. 

(a) Gresham's Law would operate. 

(b) Debtors may be helped by means of the 

Tabular Standard. 

International Bimetallism. 

(a) Gresham's Law would not operate. 

(b) It is difficult to secure such an international 

agreement. 
Tabular Standard. — ^The prices at a given time of 
definite quantities of different goods commonly con- 
sumed are added together. If the sum of these prices 
had increased at the time when a contract was due, 
the money value of the contract would increase pro- 
portionately. The money value of the contract would 
be decreased proportionately if there had been a de- 
crease in the sum of the prices. 

Recent Monetary Legislation. 

1. "Crime of i8yj/' — The silver dollar was dropped 

from the coin list. 

2. The Bland-Allison Act of 1878, — ^This Act provided 

• for the purchase of not less than $2,000,000 and 
not more than $4,000,000 worth of silver bullion 
each month to be coined into silver dollars of full 
legal tender value. 

3. The Sherman Act of i8po. — ^Legal tender notes 

were to be issued in sufficient quantity to pur- 
chase 4,500,000 ounces of silver bullion each 
month at the market price. 
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4. The Currency Act of ipoo. — This Act provided 
that: 

(a) The gold dollar was to be the standard of 
value in the United States. 

(6) There must be a reserve of $150,000,000 in 
gold or in gold and redeemed notes to re- 
deem the United States notes (Green- 
backs). 

(c) Silver dollars to an amotmt equal to the 
"Sherman Notes" should be coined from 
the stock of silver in the treasury; the 
"Sherman Notes" to be retired by paying 
out these silver dollars. 

5 . The Pittman Act of 1918. — ^This Act provided that : 

(a) The Secretary of the Treasury is authorized 
to melt and sell, at not less than one dollar 
an ounce, three hundred and fifty million 
standard silver dollars. 

(&) The silver certificates outstanding against 
. such standard silver dollars shall be re- 
tired. 

(c) Federal Reserve Bank notes, with United 
States certificates of indebtedness or 
United States one year gold notes as se- 
curity, may be used to an amount not 
exceeding the amount of standard silver 
dollars melted and sold as bullion. 

(rf) The Secretary of the Treasury is authorized 
to purchase, at one dollar an ounce, an 
amount of silver not exceeding the amount 
of standard silver dollars melted and sold 
as bullion; the silver so purchased must 
be the product of mines situated in the 
United States. 
Paper Money. — The advantages of paper money 

are: 
I . Cheapness, — The government does not have to ob- 
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tain and maintain a large supply of the precious 
metal. 

2. Safety. — There is no successful method of limiting 

the issue automatically. 

3. Fiatism. — The theory that the value of money de- 

pends upon the order of the government and 
since the government can make an)rthing money 
it should use the cheapest commodity. 
The disadvantages of paper money are : 
.1 . It cannot be used in international trade. 

2. There is danger of over-issue. 

3 . It is class legislation. It appeals to the debtor class. 

QUESTIONS 

(i) Define money in (a) the legal sense, (h) the economic 
sense. 

(2) Would the following make good money: Iron, wheat, 

diamonds, glass beads, sea shells, beaver skins? If not, 
why not? Which of the three chief functions of mone}' 
would each be inadequate to perform? 

(3) Define Seigniorage, brassage, standard money. 

(4) What are subsidiary coins? Are they legal tender? De- 

fine legal tender. 

(5) Define money and show what characteristics a commodity 

must have in order that it may serve satisfactorily as 
money. 

(6) Why would not a bushel of wheat be a better measure of 

value than a gold dollar? 

(7) Give arguments defending the monometallic standard. 

(8) (a) What are the limitatioHS on the full legal tender 

power of Greenbacks? 
(h) What determines the value of the (i) Silver certifi- 
cate? (2) Greenbacks? (3) National Bank Note? 

(9) Mention three functions that money fulfills in the modern 

economy. Explain why "an inflation of the currency 
works an undeserved injury to the creditor class." 

( 10) State Gresham's Law and give some reasons for its va- 

lidity. 

(11) What is meant by the term free silver? To what exten't 

does silver have the qualities of good money? 
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(12) Give arguments for or against the retirement as soon as 

practicable of the U. S. greenbacks now in circulation. 

(13) What kind of money was in circulation in U. S. from 

1861 to 1878? State the economic law under which this 
money circulated. 

(14) Give Gresham's Law and discuss its operation using the 

Greenback movement and the Free Silver movement as 
illustrations. 

(is) Give two economic advantages and two economic disad- 
vantages of paper money. 

Ci6) What is meant by the term representative money? Name 
six different kinds. 



CHAPTER VIII 
CREDIT AND BANKING 

Definition. — Credit is the power to command wealth 
at the present time in exchange for a promise to pay 
in the future. 

Instruments of Credit. 

1 . Book Credits, — For example, the ice dealer supplies 

the grocer with ice; the ice dealer's wife pur- 
chases groceries at the grocery store. The bal- 
ance is paid at the end of the period, a week or 
month, for example. 

2. Promissory Note. — ^An individual promises to pay 

a certain sum at the end of a given period. 

3 . Draft on Bill of Exchange. — The person who draws 

the instrument (the drawer) orders a second per- 
son (the drawee) to pay a sum of money to 
a third person (the payee) either at sight or after 
a certain date. 

4. Check. — An individual or company orders the bank 

to pay a certain sum of money to the order of 
the person named or to the holder of the check. 

5. Bank Note. — ^A promise of a bank to pay on de- 

mand the sum stated on the face of the note. 
Advantages of Credit. 

1 . The supply of the precious metals is utilized to the 

best advantage. 

2. Capital is placed at the disposal of those qualified 

to use it advantageously. 

3. Small savings can be utilized. 

4. Large enterprises are made possible. 
Disadvantages of Credit. 

I . It may foster indebtedness and encourage extrava- 
gance in consumption. 
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2. It promotes speculation which may aid in bringing 

about a business depression. 

3. It makes possible the establishment of enterprises 

of doubtful value. 
Kinds of Banks. — Banks are of two kinds. 

1. Savings banks. 

2. Business banks. 
Functions of Business Banks. 

1. Deposit — Business men find it to their advantage 

to place large sums of money in the hands of 
those who are able to guarantee its safety. 

2. Discount. — A business man who desires loans may 

obtain them by having a bank take his note as 
security. The difference between the face value 
of a note and the amount loaned is the discount. 

3. Note Issue, — National banks and the Federal Re- 

serve Banks may issue their own notes which pass 
as money. State banks do not enjoy this privi- 
lege because there is a tax of ten per cent on the 
issue of notes by such banks. 
The Clearing House Ssrstiem. — ^The clearing house is 
an association of banks the purpose of which is to 
facilitate the settlement of claims which the members 
hold against each other. The payment of balances is 
made with gold coin, gold certificates or legal tender 
notes. 

History of Banking in the United States. 
First U. S. Bank (1791-1811). 
Second U. S. Bank (1816-1836). 
"Wildcat" Banking (1836-1863). 
National Banking Act (1863). — The purposes of this 
Act were: 

1 . To furnish a market for government bonds. 

2. To provide a uniform system of bank notes. 

The chief benefits derived from this Act are uni- 
formity and good banking policies. Its chief defects 
are (i) inelasticity of note issue and (2) scattering of 
the reserves. 
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The Federal Reserve System (1913). — ^The purposes 
of the Federal Reserve System are: 

1 . To pool the reserves of the existing banks. 

2. To provide an elastic currency. 

3. To centralize the administration and control of 

banks. 

4. To provide a well organized market for the sale 

and discount of commercial paper. 

5. To furnish aid to our foreign commerce. 
Organization of the Federal Reserve System. 

1 . Federal Reserve Board. — This consists of the Sec- 

retary of the Treasury, the Comptroller of the 
Currency and five other persons appointed by 
the President. 

2. Advisory Council. — This consists of twelve mem- 

bers, one appointed by each Federal Reserve 
Bank. 

3. Federal Reserve Banks. — ^The country is divided 

into twelve districts in each of which there is a 
Federal Reserve Bank. All national banks musU 
and state banks and trust companies may join the 
system. 
Note Issue. 

1. Federal Reserve Notes. — The security is commer- 

cial paper and a 40% gold reserve. 

2. Federal Reserve Bank Notes. — The security is gov- 

ernment bonds. 
Centralization of Banking Reserves. — Each member 
bank shall keep the following reserve balances with its 
Federal reserve bank : 

1. Time Deposits-7-those payable after 30 days — 3%. 

2. Demand Deposits — those payable within 30 days — 

I3%> 10% or 7% depending upon whether the 
member bank is located in a central reserve city, 
a reserve city or in neither of these. Each Federal 
reserve bank shall keep reserves in gold or lawful 
money of not less than 35% against its deposits. 
The Federal Reserve System and Panics. — ^The 
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Federal Reserve System lessens the danger of panics 
because of its control of the credit situation through 
the rediscounting function and because of the central- 
ization of the "banking reserves of the country. 
The Federal Farm Loan Act (1916). 
Purpose. — The purpose of this Act is to facilitate the 

extension of credit to farmers- 
Organization. 

1 . Farm Loan Board. — This consists of four members 

appointed by the President for a term of eight 
years (salary $10,000 a year and traveling ex- 
penses) and the Secretary of the Treasury, ex 
officio. 

2. Farm Land Bank, — The country is divided into 

twelve districts in each one of which there is a 
Farm Land Bank. 

3. Farm Loan Association. — ^An organization of ten 

or more farm owners who wish to borrow money 
with farm mortgages as security. 

4. Joint Stock Land Banks, — These are private mort- 

gage companies under the control of the govern- 
ment. Each bank must have at least ten incor- 
porators and the minimum capital required is 
$250,000.00. 

The bonds of these banks differ from those 
issued by the Farm Land banks in that they are 
obligations only of the bank issuing them; bonds 
issued by any Farm Land bank are obligations of 
all (12) Farm Land banks. 
Plan of Operation. — The farmer who wishes to 
borrow money gives a mortgage on his farm to the 
Farm Loan Association. This organization then en- 
dorses the mortgage and sends it, together with others 
received from its members, to the Farm Land Bank 
which advances the money to the association. The 
Farm Land Bank, when it has a number of these mort- 
gages, pledges them with the Farm Loan Board as 
security for the issue of an equal amount of bonds 
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which are sold to the public. These bonds sell at 
4yi%' The Bank charges the farmer S>4%. This 
difference of i% goes into a fund the earnings of 
which will automatically pay off the debt in about 43 
years. 

Causes of Industrial Depressions and Panics. 

1. Overproduction and Underconsumption. — ^There 

cannot be general overproduction. However, 
owing to the efficiency of production by ma- 
chinery more goods of a certain kind are pro- 
duced than can be consumed. Production and 
consumption are not properly adjusted. Goods 
are produced in advance and the demand for 
these goods is not known. Furthermore, funds 
are invested in business the need of whicfi is also 
not known. 

2. Money and Credit Situation. — An increase in the 

quantity of money and the volume of credit leads 
to high prices and speculation. The Federal Re- 
serve System, through its rediscount function, 
acts as a check upon this tendency. 

3. Unequal Distribution of Wealth, — Wages do not 

keep pace with the general increase in wealth. 
Hence wage earners cannot buy the products. 
Capitalists use their savings for increased pro- 
duction. There is, therefore, a decreased demand 
for and an increased supply of goods. 

QUESTIONS 

(i) "A bank is a manufactory of credit." Explain this state- 
ment carefully. 

(2) What is an "elastic currency"? Show the advantages of 

such a currency. 

(3) What is meant by the term credit as used in economics? 

(4) Show by illustration that in the commercial world credit 

saves time and labor. 

(5) Write a draft. Explain what is meant by (a) discounting. 

it, (b) rediscounting it. 
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(6) (a) State carefully what is meant by (i) Discount, (2) 

Deposit, (3) Issue. 
(&) What is the function of the N. Y. Clearing House? 
Explain its working. 

(7) Give the purposes of the Federal Reserve System and 

state its method of operation. 

(8) Granted that the population and the business activities of a 

community remained the same for a given period, what 
effect on prices would follow from an increased use of 
bank credits? 

(9) What are some of the causes of bank failure? What 

measures have been adopted to prevent such failures? 

(10) Outline the organization of the Federal Reserve System. 

Explain how it was designed to guard against the weak- 
nesses of the national banking system. 

(11) "The Federal Reserve System has (a) concentrated the 

banking reserves of the country, (b) brought about the 
elasticity of the currency, (c) provided a sure way of 
rediscounting commercial paper." Briefly explain these 
three functions. 

(12) "There is a better feeling in banking circles as to the credit 

situation although money will remain tight." (a) Explain 
what is meant by (i) banking circles, (2) credit situa- 
tion, (3) money will remain tight; (b) what influence 
does tight money tend to exert on prices? 



CHAPTER IX 
RAILROAD TRANSPORTATION 

Characteristics of Railways. 

1. They are quasi-public. They are necessary to 

the business of the country. 

2. They are natural monopolies. It is better to 

have one rather than two railroads between 
two given points. 

3. The Law of Increasing Returns applies because 

a large portion of their annual expenditure is 
constant. 
Factors Affecting Rates. 

1 . The cost of service does not apply. It is practically 

impossible to apportion the cost of service to the 
various articles that make up a carload shipment. 

2 . What the traffic will bear. The railroad may charge 

all that it possibly can without losing its business. 

3. Distance. — The rates cannot be based on distance 

alone because it may be necessary for a com- 
munity to obtain a supply of a necessity of life; 
e.g., milk. It might not receive an adequate sup- 
ply if distance were the only factor in determin- 
ing freight rates. 

4. Value of Goods vs. Bulk. — ^The rate may be based 

either on the value of the goods or on the space 
occupied., Thus, the cost of shipping diamonds 
would differ from the cost of shipping lumber. 

5. Competition. — ^This includes other railroads, water- 

ways and markets. 

6. Carloads vs. Less than Carloads. — ^A lower rate is 

fixed if goods are shipped in carload lots. 
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7. Goods Destined for Foreign Markets. — ^These 
goods must bear in addition to railroad freight 
rates, ocean transportation rates. 

The Public Control of RaUroads.— The Interstate 
Commerce Act of 1887. 

1. Prohibited extortionate charges and all unreason- 

able discriminations. 

2. Prohibited pooling and provided for the publicity 

of rates. 

3. Provided that charges for a shorter haul should 

not be higher than those for a longer haul when 
the conditions are substantially the same. 

4. Appointed an interstate commerce conunission to 

enforce the law. 
Act of 1906. — ^This Act 

1. Provided for control over express companies, 

sleeping car companies, private car lines and 
pipe lines. 

2 . Prohibited free passes and rebates. 

3. Gave the conunission power to "determine and 

prescribe a just and reasonable rate." 
Act of 1910.— rBy the terms of this Act 

1 . The commission was given power to suspend 

proposed changes in rates pending an investi- 
gation. 

2. The commission was to decide when a higher 

rate could be charged for a short than for a 
long haul. 

3. A commerce court was established to review 

orders of the Interstate Commerce Commis- 
sion: This court was abolished in 1912. 

Act of 1913. — This Act provided for the valuation 
of all railroad property. 

Act of 1920. 

I. Railroad boards of labor adjustment may be es- 
tablished by agreement between the railroads 
and the employees. These boards have no 
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power to determine wages and no power to 
enforce decisions. 

2. A railroad Labor Board was chosen consisting 

of nine members — three from the railroads, 
three from the employees, and three represen- 
tatives from the public — to decide wage dis- 
putes. The board has no power to compel the 
acceptance of the decision. 

3. Rat.es for two years after March i, 1920, are 

to be established to permit the railroads as a 
whole, or in such groups as the commission 
may decide, to earn 5J^% to 6% on their value. 
After March i, 1922, the commission will de- 
termine rates which will give a fair return. 

4. Railroads earning more than 6% were to pay to 

the government one-half of the difference be- 
tween such 6% and the amount earned. 

5 . The Interstate Commerce Commission has power 

to establish minimum rates and also to divide 
the rates among the carriers. 

6. The Interstate Commerce Commission has the 

power to establish state rates when the existing 
state rates unjustly discriminate against inter- 
state or foreign commerce. 

7. The Interstate Commerce Commission has ex- 

clusive jurisdiction over the issuance of secu- 
rities. 

8. Under certain conditions the Interstate Com- 

merce Commission can relieve a carrier from 
the operations of the long and short haul clause 
of the Act of 1910. 

9. The Interstate Commerce Commission can com- 

pel the common use of locomotives and ter- 
minals. 

Government Ownership and Operation. — ^The ad- 
vantages of government ownership and operation are : 

1 . There would be control over capitalization. 
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2. Rates and fares would be adjusted so that the 

railways would provide increased educational 
and recreational opportunities. 

3. The rates would be lower owing to the fact that 

capital could be secured at a lower rate of 
interest, because the credit of the United States 
would be behind the bonds and no profits would 
have to be earned. 
The main disadvantages oi government ownership 
are: 

1 . The cost of taking over the railroads would be 

very great. 

2. Various political factors would enter such as the 

voting power of the employees and the fact 
that rates and extensions might become 
"pork." 

3. It would be difficult to secure efficiency. 



QUESTIONS 

(i) What is the "Plumb plan" of operating railroads? 

(2) State the reasons for and against national ownership and 

operation of railroads. 

(3) Defend the position of railway unions with respect to a 

law that forbids strikes pending an investigation of dis- 
putes. 

(4) Explain the status of the railroads in the U. S. in 1919 

and give two arguments for and two arguments against 
their return to private ownership. 

(5) Mention two ways in which the government regulates rail- 

ways. Justify this regulation. 



CHAPTER X 
INTERNATIONAL TRADE 

Principles of Trade. 

1. Both parties gain in a voluntary exchange, — Each 

party will gain either in time, place or possession 
utilities. 

2. Every restriction of freedom of trade causes a loss. 

— ^The individuals who are deprived of their trade 
suffer in time, place and possession utilities. 

3. A "favorable" balance of trade, i.e., an excess of 

exports over imports is not an evidence of pros- 
perity and power for it may mean that the coun- 
try is loaning capital or is paying back old debts. 

4. The Doctrine of Comparative Costs. — Each coun- 

try produces those commodities in the production 
of which it has the greatest relative advantage. 
It may pay a nation to import from another 
country goods that it can produce more cheaply 
than that country provided it can produce some 
other commodity at a lower cost than it can 
produce the first good. 

5. Territorial Division of Labor. See Chapter III. 
Methods of Paying for Goods. 

1 . By shipping goods. 

2. By shipping gold. 

3. By sending a bill of exchange. 
Shipment of Gold. 

I . The normal rate of exchange between the United 
States and England is $4.8665, i.e., there are 
4.8665 times as many grains of gold of the same 
fineness in the gold £ as there are grains of 
gold in the gold dollar. 
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2. The "Gold Points/' — ^Two cents above and two 
cents below the normal rate of exchange. The 
two cents cover the cost per £ of cartage, 
freight, insurance and loss of interest. For 
example, if a bill of exchange costs $4.90 per £ 
in New York, gold will be shipped because the 
gold costs per £ $4.866s+.02=$4.886s. The 
rate only goes above or below these values in 
exceptional cases as in the war crisis of 1914 
and when the standard is no longer gold but a 
depreciated paper currency. 

E£Fect of the Shipment of Gold. — ^The shipment of 
gold increases the price of goods in the country to 
which the shipment is made. This tends to reduce ex- 
ports from that country. No country can in the long 
run sell more than it buys. 

Bills of Exchange or Drafts. — ^The price of a bill of 
exchange (the rate of exchange) depends upon the 
demand for and the supply of these instruments of 
credit. If the demand exceeds the supply the price 
will rise and if the supply exceeds the demand the 
price will fall. During the World War, however, the 
rate of exchange between New York and London was 
fixed by agreement between J. P. Morgan and Com- 
pany and the British Government (Anglo-French 
Loan). 

Factors Increasing the Demand for Bills of Ex- 
change and Raising the Rate. 

1. Imports. 

2. Purchases of securities. 

3. Expenses of travellers going abroad. 

4. Loans to foreign countries. 

5. Interest on loans from abroad. 

6. International services rendered to us (ocean trans- 

portation). 

7. Money sent home by immigrants. 



5Q ECONOMICS 

Factors Decreasing the Demand for (Increasing the 
Supply of) Bills of Exchange and Lowering the Rate. 

1. Exports. 

2. Sales of securities. 

3. Expenses of travellers from abroad. 

4. Loans from foreign countries. 

5. Interest on loans to foreign countries. 

6. International services rendered by us. 

7. Money brought in by immigrants. 
Advantages of International Trade. 

1. It enables each country to obtain commodities 

which it does not itself produce. 

2. It enables each country to utilize most advan- 

tageously its land, labor and capital by produc- 
ing those commodities for which it enjoys the 
greatest relative advantage. 
Restrictions on International Trade — Protective 

Tarifif. — The following are the arguments in favor of 

a protective tariff: . 

1. Infant Industry Argument. — Protection is neces- 

sary until the new industry is so well established 
that it can meet its competitors on an equal basis. 
This applies to the nitrate and dye-stuff indus- 
tries in the United States at the present time. 
Answer: The infants never grow to maturity. 

2. Wages Argument, — Protection keeps out the prod- 

ucts of cheap European labor and enables the 

manufacturer to pay high wages to meet the 

American standards of living. 
Answers: 

(a) Historically, high wages existed in the 
United States before the protective tariff. 

(&) Protection cannot explain high wages in 
general, because protection exists only in 
a small per cent of the industries. 

(c) Protection causes higher prices and the rela- 
tive wages of the worker are not greater. 
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(d) Before the war a comparison of wages 
showed that the United States (having 
a protective tariff) stood first, England 
(having a free trade poHcy) was second 
and Germany (a country having a pro- 
tective tariff) was third. 

3. Diversification of Industry — Argument. — Protec- 

tion gives the country different kinds of industry 

as agricuhure and manufacturing. 

Answer: Because of the differences in climate 
and resources there would be diversification 
of industry in the United States without the 
tariff. 

4 . The Home-Market Argument 

(a) It appeals to the farmers. Protection leads 

to the establishment of factories and this 
enables the farmer to sell his products 
nearby and thus save the expense of long 
shipments. 

(b) The home market is more certain because 

the foreign markets may be closed by war. 
Answer: Our foreign trade has increased 
very rapidly and efforts are being made 
to retain the foreign business that came 
to us as a result of the war. The produc- 
tive capacity of the United States has in- 
creased more rapidly in the last ten years 
than the consuming capacity. A tariff 
cannot equalize the costs of producing all 
commodities. 

5. The Argument on Military Grounds. — A nation 

must produce at home essential military supplies. 
During the war the chemists in the United States 
had to devise a method of extracting nitrogen 
from the air. 

6. The Balance of Trade Argument. — ^A nation be- 

comes rich by selling more than it buys. 
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Answer: Gold will flow into the country and in- 
crease prices and cause a falling off in trade. 
Arguments against the Protective Tariff and in 
Favor of Free Trade. 

1 . The answers given to five of the arguments above. 

2. Protection leads to monopoly because it lessens 

competition. 

3. Protection is a source of political corruption. 

Those interested in securing protection main- 
tain a lobby to influence legislation. 

4. Protection causes labor and capital to be diverted 

into the less productive industries. 

5. The protective tariff is objectionable as a form 

of taxation. (See under Taxation.) 

QUESTIONS 

(i) Explain the following statement: "The European ex- 
changes have all made new low records during the past 
year, the pound sterling from about $3.64 on Dec. 12 
to about $340, from which it reacted to above $3.80." 

(2) What is meant by sterling exchange and how have the 

rates been affected by the World War? . 

(3) Explain the low rate of sterling exchange in 1915. State 

how it was remedied. 

(4) "International payments are made by credit instruments 

as long as they last. Gold flows only as a last resort" 
Explain. 

(5) Discuss four effects of the World War on international 

trade. 

(6) When the import duties are made protective, what effect 

does this have on the prices paid for commodities pro- 
tected, by the citizens of the country protected? Explain 
whether this is or is not class legislation. 

(7) What is meant by the statement that the United States 

has a favorable trade balance? To what extent is this 
a measure of the prosperity of a country? 

(8) "The principle of protection is to build up our home in- 

dustries by manufacturing our own products. This gives 
our people employment, keeps the money in the country 
and makes this country independent and self-reliant.** 
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Point out the strength and the weakness of these argu- 
ments. 
(9) (^) What are the reasons for the growing demand for a 
reduction of the tariff in the United States? 
(b) What is the infant industry argument? Is it econom- 
ically sound in your opinion? Does it apply to con- 
ditions in the United States to-day? 

(10) What is meant by diversified industries? How does the 

diversification of the industries of a nation affect its 
aggregate wealth? 

(11) The Constitution of the United States has forbidden the 

levying of export duties and has permitted the levying of 
import duties. Give economic reasons in each case. 

(12) What are the arguments for the reduction in duties on 

such articles as coal, hides and lumber? Would the 
arguments apply in the case of (a) gloves and toys, (b) 
diamonds, Brussels lace and works of art? Explain in 
each case. 

(13) Show that international trade is usually due to difference 

in the relative cost of producing the articles exchanged. 



CHAPTER XI 
DISTRIBUTION 

Definition. — Distribution is the division of the net 
income of industry among the factors of production, viz., 
land (rent), labor (wages), capital (interest), the entre- 
preneur (profits), and the state (taxes). The problem 
of production has been solved better than the problem of 
the individual distribution of wealth. 

The Productivity Theory of Distribution. — Each 
factor of production under a system of free competition 
tends to receive a share of the product equal to the 
marginal productivity of that factor. 

Distribution and Individual Incomes. 

1. Real income is the purchasing power of the 

money income. 

2. Private property, inheritance, personal freedom 

and the right of contract make distribution a 
problem of individual incomes. 
Causes of Inequalities of Income: 
^ I . Differences in productive ability. 

2 . Monopoly of land. 

3. Monopoly of capital. 

4. Exploitation of labor. 

QUESTIONS 

(i) Mention the four shares into which the economic product 
is distributed and justify each share. 

(2) Define the three chief shares into which the net money 

income derived from a country's industries is derived. 

(3) "Distribution has long since become the most important of 

economic problems." Give argument for or against this 
statement. 

(4) Show with concrete illustrations, which economic problem 

is being more satisfactorily solved, production or distri- 
bution. 
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RENT 

Economic Rent. — The return to the owner of a nat- 
ural agent for its use in production. 

Commercial Rent. — ^This includes, in addition to 
economic rent, a payment for the use of a building 
which is capital. 

Cause of Rent. 

1. Agricultural Rent, — ^This is determined by differ- 

ences in the fertility of soils and differences in 
location such as transportation facilities and 
nearness to the village. 

2. Urban Rent. — This is determined by differences in 

location. Thus, the value of a business site is 

affected by the quantity and character of the 

traffic and residences by the fashionableness of 

the neighborhood. 

Amount of Rent. — The amount of rent is determined 

by the superiority of the given land over the poorest 

land under cultivation. 

Rent and Prices. — High rent is not a cause but 
rather a result of high prices. The high rent is paid 
either because of the superior fertility of the land 
which results in increased production or because of 
the superior location which means that the product 
can be produced more cheaply or that more sales can 
be made. 

Rent and Value of Land. — The value of the land is 
the rent capitalized at the prevailing rate of interest. 
For example, if the rent of a piece of land is $1200 
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and the rate of interest is 6%, the value of the land 
may be found as follows: 

Let X=the value of the land. Then 6% of 
X=$i200. Therefore X=$20,ooo. 

/' QUESTIONS ' 

(i) (a) What is rent? (&) When in a new country does rent 
arise? (c) What is the difference between economic and 
commercial rent? 

(2) Demonstrate the correctness of the following statement. 

"Rent arises from differences in the fertility of soils." 

(3) What are the chkf factors that affect the rent of land in 

a city. State the meaning of unearned increment. 

(4) Show that land values depend to a degree on (a) climate, 

(&) government, (c) transportation facilities, (J) den- 
sity of population, (^) character of population. 

(5) Show whether the renter of real estate is or is not, under 

ordinary circumstances, a taxpayer. 

(6) High taxes sometimes cause high rents, why? What other 

elements may tend to prevent the rise of rents when 
taxes rise? 

(7) Explain the meaning of the statement: "Rent does not 

enter into the determination of normal prices." 



CHAPTER XIII 
INTEREST 

Definition. — Interest is the return for the use of 
capital. 

Theories of Interest. — Interest depends on the de- 
mand for and the supply of capital. 

Demand Theories. 

1 . The Productivity Theory. — Interest is paid because 

capital is productive. The amount of interest 
depends upon the degree of productiveness. 

2. The Marginal Productivity Theory. — The Law of 

Marginal Utility is applied to capital ; i.e., as the 
amount of capital increases its marginal utility 
decreases. The amount of interest is determined 
by the marginal productivity of capital. 

Supply Theories. 

1. The Abstinence Theory. — ^The accumulation of 

capital requires saving or the sacrifice of present 
satisfactions to the future. The lender is entitled 
to a payment for this sacrifice. The amount of 
this pa3mient is determined by the sacrifice of the 
marginal investor. 

2. The Austrian Theory. — ^The amount of interest is 

the difference between the present and future 
marginal utiUty of similar goods. 

3. The Socialist Theory. — Interest is robbery. The 

whole product should go to labor. Interest is 
obtained by withholding from labor what right- 
fully belongs to it. 
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Variation in the Rate of Interest. — ^The rate of in- 
terest varies: 

1 . Directly with the quantity of money and the volume 

of credit. The yield of a bond increases during 
a period of rising prices; i.e., the bonds sell at 
a discount. 

2. Inversely with the quantity of money and the vol- 

ume of credit. E.g., loans in the stock market. 
Other Factors Affecting the Rate of Interest. 

1 . Risk, — Gross interest includes the payment for the 

loan and a premium against risk. 

2. Short' and Long-Time Loans. — ^The rates on long- 

time loans are lower because the investor does not 
have to seek frequent opportunities for reinvest- 
ing his capital. 

3. Loans in New Countries. — The rate of interest in 

a new country is higher because of the greater 
risk. In an old country, enterprises are less spec- 
ulative because they can be established on a basis 
justified by experience. In a new country the 
demand for capital is greater and the amount 
of wealth is smaller than in an old country. 

QUESTIONS 

(i) (a) What is interest? {h) What are the reasons for dif- 
ferences in the rates of interest? 

(2) Many fear that financial unrest will follow the war, partly 

because of capital destroyed during the war and partly 
because of the unstable distribution of capital which will 
then prevail. Explain this statement, giving illustrations. 

(3) In 1900 bonds yielding 4% were sold at par. To-day bonds 

yielding 6% are selling below par. Account for the 
change. 

(4) Discuss the effect of a great war on the rate of interest. 

(5) In good years many sound industrial enterprises earn divi- 

dends of 15% to 20% on the capital invested. Considering 
that savings banks and the better class of railway bonds 
pay about 4%, give three reasons why capital is not more 
readily obtained for industrial purposes. 



CHAPTER XIV 
WAGES AND THE LABOR PROBLEM 

Definition. — Wages is the share of the product of 
industry that labor receives. 

Real Wages. — The purchasing power of a day's 
labor. 

Nominal Wages. — ^The amount of money the worker 
receives. 

Theories of Wages. 

1 . The Wages-Fund Theory. — This theory claims that 

there is a certain sum, which is a part of capital, 
put aside for the payment of wages. The rate 
of wages is determined by dividing the amount 
of the wage fund by the number of laborers. 
This theory is not true for there is no such fund. 

2. The Iron Law of Wages. — This theory states that 

the rate of wages is determined by the amount 
of money necessary to furnish the worker with 
the bare necessities of life. If the wages were 
increased the population would also increase and 
force down the wages again.. This theory is not 
true because the workers receive different wages 
for different kinds of work. Furthermore, in 
different countries various wages are paid for 
the same kind of work. 

3. The Productivity Theory. — This theory states that 

the rate of wages is determined by the produc- 
tiveness of labor. 

General Summary. — Wages depend upon: 

I . The Demand for Labor, — The demand depends 
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upon the value that the worker adds to the 
product. 

2. The Supply of Labor. — The supply of labor de- 
pends upon the standard of living. 

The Effects of Machinery on Wages. 

1 . Immediate Effect. — It deprives highly skilled work- 

ers of their employment and lowers wages. 

2. Ultimate Effect. — In the long run it reduces prices 

and increases real wages. 
Causes for the Differences of Wages in Different 
Employments. 

1. Agreeableness or disagreeablCness of the work. 

2. The education necessary. 

3. The regularity of employment. 

4. The chance of promotion. 

5. The need of trustworthiness in the worker. 
The Methods of Wage Payment. 

1. Time Wctges. — The workers are paid according to 

the time spent at the work ; e.g., eighty cents an 
hour, fifty dollars a week, etc. The advantage of 
this method is that it is the only practical method 
for many kinds of work. Its disadvantage is that 
it does not furnish an incentive. 

2. Piece Wages. — Payment is made according to the 

quantity of work produced. The advantage of 
this method is that there is increased production 
because of the stimulus to greater effort. Its 
disadvantage is that the rate is frequently reduced 
when the workers are earning high wages. This 
leads to greater effort on the part of the worker 
and tends to wear him out prematurely. 

3. The Sliding Scale. — A minimum wage is fixed and 

a premium above this is paid according to the 
price obtained for the product. The advantage 
of this method is that the workers get some 
benefit from the increased price. Its disadvan- 
tage is that the employers do not always truth- 
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fully declare the price obtained for the product 
or the volume of sales. 

4. Profit Sharing. — ^This may take the form of a cash 

bonus at the end of a period, pension fund or life 
insurance policy and shares of stock. Its advan- 
tages are that it increases production, reduces 
waste of materials and reduces the labor "turn- 
over." Its principal disadvantages are: 
(o) It does not improve the standard of living 

of the workers. 
(&) It decreases the mobility of labor. 

(c) The increased efforts of the workers may 

make possible the added profits and capital 
receives a share of these profits. 

(d) The greater profits may be due to better 

management and not to the efforts of the 
workers. 

5. Welfare Work. — This may consist of the estab- 

lishment of lunch rooms where lunch is served 
free or at cost, medical attention, rest rooms, 
athletic teams, dramatic clubs, reading rooms 
and dancing. Its principal advantages are: 
(a) There is greater production because of the 

greater interest in the work on the part 

of the employee, 
(fe) The most desirable workers are secured. 
{c) The number of strikes is decreased. 
Its main disadvantage is the fact that it may be 
used as a cloak for the payment of low wages. 

6. Scientific Management, — ^A standard wage is paid 

those who accomplish the "task" set on the basis 
of time studies made to determine the time re- 
quired. Those who do the work in less time are 
paid a bonus. The main advantage of this 
method is that it increases the volume of pro- 
duction. Its disadvantages are: 
(a) It may be used for speeding up purposes. 
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(b) It tends to reduce the influence of trade 
unions. 

7. Cooperation. — See the chapter on Forms of Busi- 

ness Organization, page 22. 

8. Labor Organisation, — There are three kinds of 

labor organizations: 

(a) The Trade Union. — ^An organization of men 
who work at the same trade; e.g., The 
Brotherhood of Locomotive Engineers, 

(b) The Industrial Union. — This form of organ- 

ization includes all the workers of the 
various trades in the same general line of 
industry; e.g.. The United Mine Workers 
of America, 
{c) The Labor Union. — This t)rpe of organiza- 
tion endeavors to include all workers, both 
skilled and unskilled, regardless of trade 
or industry; e.g., The Industrial Workers 
of the World. 

9. The American Federation of Labor. — ^This is a com- 

bination of trade unions. It includes also a num- 
ber of industrial unions. The purposes of labor 
organizations are : 
(a) To raise wa.R:es and to establish a standard 

wage. 
(6) To reduce the number of hours of work. 

(c) To lessen child and womjtn labor. 
{d) To enforce collective bargaining. 

{e) To provide educational facilities for the 
worker. 

(/) To provide benefits ; e.g., insurance. 

{g) To improve the conditions of work. 

The methods by which it attempts to secure 

its ends are: 

(a) Strikes. — ^A strike is the concerted refusal 
on the part of the workers to continue at 
their employment unless their grievances 
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are adjusted. Strikes have been held to be 
legal although courts have declared the 
S)nnpathetic strike to be illegal. Picketing 
is legal when tiot accompanied by violence 
or intimidation. 
(&) Boycotts. — The concerted refusal on the part 
of workers to have any business dealings 
with an employer whose employees are on 
strike. Primary boycotts are legal; sec- 
ondary boycotts are illegal. 

(c) Union Labels, — ^A union label is a label 

affixed to a union-made article so that it 
may be identified as having been made by 
union workers. 

(d) Fixing the term of apprenticeship. 

(e) Closed Shop, — One where only union mem- 

bers are employed. 
(/) Restriction of Output, 
(g) Politics and Legislation, 
(A) Arbitration and Conciliation. 
Methods of Employers. — ^The methods used by em- 
ployers to counteract the demands of labor are: 

1 . Lockout. — The refusal on the part of the employer 

to allow his employees to continue to work under 
his direction unless they agree to his terms. This 
is considered legal. 

2. The Blacklist, — The employer refuses to allow cer- 

tain employees whom he considers agitators, to 

work for him. He sends a list of these workers 

to other interested employers. This is illegal. 

Labor Legislation. — Labor is a peculiar commodity 

because 

1. The laborer and his work are inseparable. 

2. The supply of labor changes slowly. 

3. Labor is perishable. 

The problems of labor legislation are : 

1 . Conflict of federal and state jurisdiction. 

2. Constitutionality. 
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Labor legislation consists in the passing of laws relating 
to employment of women and children, sanitary con- 
ditions, the fencing of dangerous machinery, etc. 
Laws Afif acting Hours. — {a) In Utah the eight-hour 
day law for miners has been passed, (b) The Adamson 
eight-hour day law for railroad employees. 

Laws A£Fecting Wages. — In some states there are 
minimum wage laws. 

Laws Regarding Accidents. — Workmen's compen- 
sation laws have been enacted in various states. For- 
merly, the employer could set up the "fellow servant, 
"contributory negligence" and "assumption of risk 
pleas. 

The Clayton Anti-trust Act. — ^This Act restricts the 
use of injunctions in labor disputes and states that: 

1 . Labor is not a commodity or article of commerce. 

2. Labor organizations are not illegal combinations 

in restraint of trade. 






QUESTIONS 

(i) State in some detail the relation of wages to the standard 
of living. 

(2) (a) "Most differences in rates of wages may be explained 

superficially in the same way that differences in 
rent were explained." Explain. 
(b) Name and explain the exceptions to (a). 

(3) Show the justice of present inequalities in the remunera- 

tion of labor. 

(4) State two important factors that, under normal conditions, 

determine the wage rate for unskilled manual labor. 

(5) Why do unskilled manual laborers in the southern states 

receive much smaller wages than the same class of la- 
borers in the northern states? 

(6) Show by illustration that competition in any given industry 

tends to limit wages. 

(7) Give three economic causes of high wages in the United 

States to-day. 

(8) According to Adam Smith the following causes determine 

the differences in wages in different employments: (a) 
agreeableness or disagreeableness, (b) ease or difficulty 
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of learning the employment, (c) regularity or irregu- 
larity of employment, {d) need of trustworthiness in 
the workmen, (e) probability of success. Compare, in 
respect to the points mentioned in (a), (&), (c), (d), 
and (e), two occupations with which you are familiar. 
(9) Give reasons why (a) a physician receives more pay for 
his services than a common laborer, (b) a woman re- 
ceives less than a man for the same work. 

(10) State three particulars in which the workman's condition 

in this country is better than it was 20 years ago. Men- 
tion some forces that have operated most strongly to 
bring about such improvement. 

(11) Define labor union, justify the existence of such an organi- 

zation and point out two abuses into which it some- 
times falls. 

(12) Di'uss the good and the bad phases of the labor union. 

(13) Argue for or against compulsory arbitration; if against, 

propose some other means of settling industrial disputes. 

(14) Are you in favor of the "open shop" or the "closed shop" 

as a policy in capitalistic production? Give reasons for 
your answer. 

(15) State three purposes for which labor unions are organized. 

Show wherein labor unions may be (a) helpful to em- 
ployers, (b) harmful to laborers. 

(16) Explain in some detail what is meant by industrial democ- 

racy. 

(17) (a) Distinguish arbitration, conciliation and collective bar- 

gaining. Compare their advantages as methods of 
regulating the conditions of employment. 
(b) Most unions demand and attempt to enforce the union 
or closed shops; most employers are opposed to 
this. Why in each case? 
. (c) What is the consensus of judicial decisions in regard 
to the legality of (i) Sympathetic strikes; (2) 
Picketing; (3) Boycotts; (4) Blacklist? 

(18) Give three reasons why the State should regulate factory 

labor. 

(19) Discuss the "standard wage" in its relation to the indi- 

vidual interest of an extra-skillful workman. 

(20) Discuss the following: "Prices are not necessarily high 

because wages are high." 



CHAPTER XV 
PROFITS 

Profits. — Profits are the payment for risk and the 
compensation for the superior ability of the entre- 
preneur. 

Gross Profits. — ^These include: 

1. Wages of management. 

2. Interest on the entrepreneur's capital. 

3. Rent for the use of the entrepreneur's land. 

4. Monopoly gains. 

Profits and the Marginal Producer. — ^The marginal 
producer does not receive any profits. He may con- 
tinue in business for a time because of the expectation 
of better times. . His capital cannot be disposed of 
without a loss and he prefers to be his own employer. 

Profits and Rents in Relation to Prices. — Both 
profits and rents are determined by prices. Large 
profits and high rents are not the causes but rather 
the results of high prices. 

Profits and Competition. — Competition tends to re- 
duce profits. 

Profits and Education. — As the knowledge of the 
business community increases the profits tend to de^ 
crease. 

QUESTION 
Show that profits tend to a minimum. 



72 



CHAPTER XVI 

THE SINGLE TAX 

Definition. — ^The Single Tax is a tax on land value. 
The tax would be equal to the economic rent. It is not 
a tax on improvements. 

Arguments in Favor of the Single Tax. 

1. The land was not produced by man; the owner 

has created nothing and is therefore not en- 
titled to the rent due to the location of the 
land. Through the growth of population, 
society has increased the value of the land 
{unearned increment). 

2. The land cannot be hidden and the tax can there- 

fore be easily assessed. 

3. The tax cannot be shifted because the prices of 

agricultural products are determined by the 
cost of production on marginal land which pays 
no rent. 

4. Taxes on other things would be eliminated and 

this would act as a stimulus to industry. It 
would tend also to bring into use all vacant 
land. 

5. Those who live on the rent they receive from 

their land would have to go to work. This 
would help production. 
Arguments Against the Single Tax. 

1 . It is unjust to confiscate the value of land with- 

out compensating the present owners. 

2. Difficulty of Administration. — How would the 

amount of economic rent be determined? 
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3. The revenue obtained might not be sufficient to 

meet the expenses of the government. 

4. Rent is not always an unearned income. It is 

not the only unearned income. 

QUESTIONS 

(i) What is meant by the single tax? Is it a desirable reform? 
Why? 

(2) In 1880 a city lot was valued at $1,000; and in 1900 it was 
valued at $5,000. If the owner had not improved the 
lot in any way during the interval, on what principle and 
to what extent was it fair for the city to impose a tax 
on the $4,000 of additional value ? Discuss, giving reasons. 



CHAPTER XVII 

SOCIALISM 

The Principles of Socialism. — The following are the 
main ideas of the Socialist doctrine: 

1 . Common ownership of the means of production. 

2. Organization and management of business by 

society. 

3. Distribution of the products of industry by the 

government according to some standard of 
justice as equality, needs or services. 

4 . Private ownership of the incomes received by in- 

dividuals from the government. 

The Socialist Indictment of the Existing Economic 
System. 

1 . Production. 

(a) Competition is planless. 

(b) There is waste in the reduplication of plants, 

in advertising and in the number of travel- 
ing salesmen required. 

(c) There is a restriction in output to cause an 

increase in price, 
(rf) There are too many idle rich and idle poor. 

2. Exchange. — ^There are too many middlemen. 

3. Distribution. — The Socialists claim that labor does 

not receive its fair share in distribution and that 
interest and profits should be eliminated. 
The Alleged Advantages of Socialism. — These are 
that individual incomes will be greater and the work- 
ing day will be shorter. 

75 



re ECONOMICS 

Criticisms of Socialism. 

1 . Individual initiative and effoit will be lessened. 

2. There would be difficulty in distributing the laboi 

force. 

3. There would be difficulty in organizing and man 

aging all industries for a whole nation. 

4. The theory of surplus value is incorrect, 

5. There would be danger to individual freedom. 



QUESTIONS 

(1) How do you define socialism? Give one argument for and 

one argument against the tendency that the word implies, 

(2) Explain the meaning of socialism and show the advantages 

and disadvantages of a socialistic organization of society. 

(3) "The working class is the only class entitled to any con- 

sideration and, as I said, I believe any tactics that will 
accomplish our purpose right," Discuss the essential fal- 
sity of this proposition. 



CHAPTER XVIII 

GOVERNMENT CONTROL OF INDUSTRY 

Government Control During the First Part of the 
Nineteenth Century. — Adam Smith in his Wealth of 
Nations advocated the doctrine of Laissez-faire, laissez 
passer or "leave things free to take their course." In 
other words, no government interference. 

Recent Tendencies. 

1. See Page 5. 

2. See Page 34. 

3. Regulation of Industry, Prices and Profits, — 

Laws have be6n enacted regulating the em- 
ployment of women and children, hours of 
labor, sanitary conditions, accidents and 
wages, inspection of foods, regulation of freight 
rates, prohibition, tariff, charges by natural 
monopolies and rates of interest. 

4. Combinations are prohibited by the Sherman 

Anti-Trust Act, the Clayton Anti-Trust Act 
and the Federal Trade Commission. 

5 . Administration of beneficial public works such as 

parks, bridges, roads, sewers, harbor improve- 
ments, lighthouses, consular services, postal 
system, schools, coinage of money, etc. 

Agents: 

1 . The Interstate Commerce Commission. 

2. The Federal Trade Commission. 

3. The Bureau of Foreign and Domestic Commerce. 

4. The Department of Labor. 
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5. The Public Service Commission. 

6. The State Banking and Insurance Departments. 

7. The State Itidustrial Department. 

8. The Courts. 

QUESTIONS 

(i) What is meant by the laissez-faire policy of government 
toward industry as advanced by Adam Smith? Why was 
this policy abandoned in the 19th century? What is the 
present attitude of government toward industry? 

(2) Why is it necessary to regulate (a) railways, (b) **hig 

business," {c) banks? State the method of regulation in 
each case. 

(3) Is the present tendency toward or away from a greater 

participation on the part of the government in the pro- 
duction of weath? State and discuss some illustrations of 
your answer. 



CHAPTER XIX 

REVENUES AND EXPENDITURES OF THE 

GOVERNMENT 

REVENUES 

Classification of Revenues. 

1. Public Domains, 

2. Public Industries, 

3. Fines, Gifts and Indemnities. 

4. Fees and Assessments, 

5 . Sale of Bonds and Treasury Notes. 

6. Taxes, 

Taxes. — ^Taxes are compulsory payments demanded 
by the government from persons within their jurisdic- 
tion for the purpose of meeting general public ex- 
penses. 

Principles of Taxation. 

1. Equality. — To levy taxes equally would be both 

impossible and unjust. 

2. Benefits Received, 

(a) Those who are least able to pay taxes, as the 
poor, weak and defenseless, receive the 
greatest relative benefits. 

(&) It is impracticable to measure the proportion 
of general benefits of government re- 
ceived by particular individuals. 

3. The Ability to Pay Theory, — Each individual 

should pay according to his ability. The stand- 
ards of ability are : 

(a) Consumption. — The consumption of the rich 
is not proportionally greater than the con- 
sumption of the poor. 
(&) Property, — Property varies in productive- 

79 



80 ECONOMICS 

ness. Some who are able to pay taxes 
do not own property. 

(c) Income. — This is a better test than the other 

two. However, equal incomes do not prove 
equal tax paying ability. For example, the 
tax paying ability of a married man is less 
than. that of a single man although their 
incomes may be the same. Furthermore, 
some incomes are uncertain. Compare 
the income from personal efforts and 
that obtained from invested property. 

(d) Proportional, Progressive and Regressive 

Taxation. 

(i) Proportional Taxation, — ^A fixed rate 

regardless of the amount of the 

property or income. 

(2) Progressive Taxation. — The rate in- 

creases as the property or income 
to be taxed increases. 

(3) Regressive Taxation, — ^The rate de- 

creases as the taxable property or 
income increases. 
Canons of Taxation. 

1. Ability to Pay. — ^The person who has most 

should pay most. 

2. The tax should be definite in amount, time and 

manner of payment. 

3. Taxes should be levied and collected in a manner 

convenient to payers and at the lowest possible 
cost 

4. Taxes should be levied in such a manner ,. that 

enterprise and intelligence will not be dis- 
couraged. 
Kinds of Taxes. 

1. Direct. — ^Those that cannot be shifted; e.g., income, 

inheritance, poll and property taxes. 

2. Indirect. — Those that can be shifted; e.g., customs 

and excise taxes. 
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EXPENDITURES 

Classification of Public Expenditures. 

1. To Maintain the Government. 

2. To Provide Security. — For example, army and 

navy, police and judiciary. ^ 

3. To Care for the Poor and Unfortunate, — For ex- 

ample, paupers, deaf, blind, insane and feeble- 
minded. 

4. To Provide Education and Recreation. — For ex- 

ample, schools, libraries, museums, parks, baths, 
playgrounds and recreation centers. 

5. To Aid Business. 

(a) Uniform Currency. 

(&) Weights and Measures. 

(c) Post Office, Telegraph and Railway Systems. 

{d) Roads, Bridges, Harbors, Lighthouses and 

Canals. 
{e) Agricultural Development; e.g., irrigation, 

forests, etc. 
(/) Public Health Service. 

Causes of Increase in Public Expenditures. 

1. The Population Has Increased. — ^An increase in 

the total expenditure does not mean a propor- 
tionate increase for the individual. 

2. The Functions of the Government Have Been 

Increased. 

3. Urban Problems. 

4. Higher Prices. 

Causes of the Waste of Public Moneys. 

1. Ignorance and Inexperience of Officials. 

2. Dishonesty. 

3. Indifference of the Public. 

4. Poor Business Management. 

5. "Log Rolling." 



CHAPTER XX 

FEDERAL TAXATION IN THE UNITED 

STATES 

Constitutional Basis. — Federal taxation is provided 
for in the Constitution of the United States (Art. I, 
Sec. 8, subdiv. i; Art. I, Sec. 9, subdiv. 4 and 5, and 
the Sixteenth Amendment). 

Forms of Federal Taxation. 

1 . Customs Duties. 

(a) Specific, — ^These are levied according to 

bulk. While they are easy to administer 
they bear heavily on cheaper grades of 
goods. 

(b) Ad valorem. — These are levied according to 

value. They lead to undervaluations. 
The objections to custom duties are: 

They are Regressive. — To yield a large 
revenue they must be levied on articles 
of general consumption. According to 
Engel's Law it is for such goods that 
the poor spend the greater proportion 
of their incomes. 

They are Uncertain. — During a war the 
need for revenue is very great but im- 
ports may decrease then and the revenue 
falls, off. 

They are Inelastic. — ^The tariff cannot be 
changed frequently to meet new de- 
mands for revenue. 

More is taken from the consumer than 
the government gets in revenue for the 
consumer has to pay increased prices 
for domestic goods in addition to the 
customis duties. 

2. Excise Taxes or Internal Revenue Taxes-. — ^These 
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are levied on commodities produced within a 
country as tobacco, cigars, whiskey, etc. The 
producer of the taxable articles must place reve- 
nue stamps, purchased from the government, on 
the packages containing the taxable goods in such 
a manner that the stamps will be destroyed on 
opening the package. These taxes are regressive. 

3. The Income Tax. — The income tax is based on the 

ability to pay theory. It is progressive and not 
regressive. It cannot be shifted. Experience jus- 
tifies its use. 

4. The Inheritance Tax. — ^This tax is progressive. 

5. Excess Profits Tax. — During the World War this 

tax was levied. It was based on the profits in 
excess of those earned during a previous period. 

6. Sales Tax. — Some people now advocate the reduc- 

tion of the rates of the Income Tax and the 
repeal of the Excess-Profits Tax. To meet the 
deficit that would result they urge the levying 
of a sales tax. 
Argtunents for the Sales Tax. 

1 . It would lower prices because of the reduction and 

elimination of some of the other forms of taxa- 
tion. 

2. It is simple and definite. 

3. It is easy to collect. 

4. It would yield a large revenue. 

5. It would be widely distributed. 
Arguments against the Sales Tax. 

1. It would be passed on to the consumer. It is re- 

gressive. 

2. It would be unjust in a period of business depres- 

sion. 

3. It would lead to the formation of large combina- 

tions ; the smaller organizations would be driven 
out of business. 

4. To prevent widespread evasion, a large force of tax 

collectors would be necessary. 



CHAPTER XXI 
STATE REVENUES 

Forms of Taxation Used by State Governments. 

1 . Income Tax, — ^This tax is levied on the net income 

of individuals and corporations. 

2. General Property Tax. — This is levied at a uniform 

rate on real and personal property on a uniform 
basis of assessment. The objections to the gen- 
eral property tax are : 
(a) There is unjust apportionment. 
(6) It fails to reach personal property. 
(c) Real estate is unjustly valued, 
(rf) It puts a premium on dishonesty. 

3. Corporation Taxes. — These are levied at the time 

of organization of the corporation and on the 
annual business of the corporation. 

4. Inheritance Tax. — The rate varies directly with the 

size of the estate and with the remoteness of the 
relationship. 

5 . Poll Tax. — ^This is levied at a uniform rate on male 

citizens. This is being abandoned. It is Unjust 
and there is a great deal of evasion. 

6. Stock Transfer Tax. — ^When stock is transferred 

from one individual to another in New York 
State, the state requires that this tax be paid. 

7. Mortgage Tax. — In several states mortgages are 

subject to taxation. In New York State they are 
exempt from taxation if an initial recording tax 
of one-half of one per cent is paid. If the prop- 
erty and the mortgage are both taxed we have a 
case of double taxation. 
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8. Licenses. — See below. 

Local Revenues. 

1. Franchise Tax, — ^A payment for a valuable. privi- 

lege, as the use of public streets. It may be fixed 
in advance but should be subject to revision when 
the franchise is for a long period, 

2. General Property. — See above. 

3. Special Assessment. — This is levied on those who 

benefit directly from the improvement. These 
may lead to extravagance. 

4. Licenses. — These are easily and cheaply collected. 

They have little or no influence on prices. 



QUESTIONS 

(i) State in the form of a connected argument reasons for or 
against each of the following forms of taxation: the 
single tax, the income tax, the inheritance tax. 

(2) Name five sources of the revenue of New York State and 

mention five important purposes for which this revenue 
is expended. 

(3) Name five different kinds of taxes. Explain one of them. 

(4) Give two arguments for and two against the general property 

tax. 

(5) Show how a poor man whose tax bill is nothing really 

pays taxes, both national and local, in^ubstance if not in 
form. 

(6) Name and explain four kinds of taxes collected by the 

federal government. 

(7) State the argtiments for a federal tax on net industrial 

profits in excess of 8%. 



APPENDIX 
MISCELLANEOUS QUESTIONS . 



(i) Define or explain the following: 



state ownership 
private property 
right of contract 
investment 
franchise 

marginal producer 
place utility 
specialized capital 
minimum wage 
watered stock 

social welfare 

collective bargaining 

closed shop 

open shop 

fair wage 

labor 

free goods 

economic goods 

unearned increment 

wages 

interest <• 

good will 

entrepreneur 

the market 

the normal price 

value in use 

what the traffic will 
bear 

division of labor 

combination in re- 
straint of trade 

sabotage 

inflation 

legal tender 

waste and constunption 



promoter's profits 

interlocking directorates 

rebates 

pooling agreements- -^ 

fixed capital 

government bond 

stock market 

bill of exchange 

credit 

discount 

fiat money 

rent 

capital 

profits 

monopoly 

luxury 

circulating capital 

war profits tax 

farm loan association 

profiteering 

Engel's Law 

stock quotation 

elasticity of demand 

diminishing returns 

marginal utility 

holding company 
par of exchange 
corner 
money 
wealth 

Gresham's Law 
long and short haul 
preferred stock 
rolling stock 
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(2) Define poverty and give three social and three individual 

causes of it 

(3) State the advantages of competition to society. 

(4) Give four personal qualities that are characteristics of the 

"business" or "economic" man. 

(5) Give four arguments showing the desirability of a muni- 

cipal market. 

(6) Ought the government to guarantee every man work? 

Defend your answer. 

(7) If you were making a statement of the resources and lia- 

bilities of a corporation, designate in which coltmin you 
would place each of the following items: (o) preferred 
stoc':, (b) common stock, (c) cash on hand, (d) build- 
ings, (e) sinking fund. 

(8) State three important economic problems. Mention and 

discuss briefly a difficulty in the way of the solution of 
each of these problems. 

(9) Should the government supply every legitimate business 

with all the capital it feels that it needs? Answer yes 
or no and then explain your answer fully giving concrete 
reasons. 
'(10) If China should develop rapidly her immense material re- 
sources, what would be some of the probable effects on 
the industries of the U. S.? Explain. 

(11) Explain the difference between individual wealth and social 

wealth. Give one illustration of each. 

(12) Give two economic problems involved in the formation of 

a league of nations. 

(13) Present one proposed solution of the problem of unemploy- 

ment, showing whether you think the solution will or 
will not be effective. 



RECENT EXAMINATION PAPERS 

January, 1920 
Answer one question from each group 

Group I 

(i) Explain what is meant by each of four of the following 
terms: (a) Engel's law, (6) stock quotation, {c) elas- 
ticity of demand, {d) diminishing returns, (e) bill of 
exchange, (/) marginal utility, (gr) fiat theory of money. 

(2) Explain what is meant by each of four of the follow- 

ing terms: (a) war profits tax, {h) collective bargaining, 
(c) farm loan association, {d) profiteering, {e) the 
British Labor program, (/) closed shop, {g) fair wage. 

Group II 

(3) In 1900 bonds yielding 4 per cent were sold at par. To-day 

bonds yielding 6 per cent are selling below par. Account 
for the change. 

(4) Assume that the price of wheat in New York is $2.39 per 

bushel and that Australia offers wheat at $1.16 per bushel.. 
If the price of wheat were not fixed by the government, 
how would American wheat production be affected? 

Group III 

(5) "The principle of protection is to build up our home in- 

dustries by manufacturing our own products. This gives 
our people employment, keeps the money in the country 
and makes this country independent and self-reliant." 
Point out the strength and the weakness of these argu- 
ments. 

(6) "The working class is the only class entitled to any con- 

sideration, and, as I said, I believe any tactics that will 
accomplish our purpose right." Discuss the essential 
falsity of this statement. 

Group IV 

(7) What is meant by the laissez-faire policy of government 

toward industry as advanced by Adam Smith? WJiy 
was this policy abandoned in the 19th century? What is 
the present attitude of government toward industry? 

(8) Explain the status of the railroads in the United States in 

1919 and give two arguments for and two arguments 
against their return to private ownership. 
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Group V 

(9) Explain whether a decrease in the price of salt would 
cause an increase in quantity produced. 

(10) Illustrate economic necessity by making a list of economic 

goods which you consider necessities in your case. 

Group VI 

(11) "The primary cause of the world-wide advance of prices 

since 1897 is the increase of the gold supply." Explain 
this statement. Mention two other causes that have 
helped to bring about higher prices since 1897. 

(12) Explain fully whether there is any relation between the 

price of a sewing machine and the expense of produc- 
ing it. 

Group VII 

(13) "The Federal Reserve System has (o) concentrated the 

banking reserves of the country, (b) brought about the 
elasticity of the currency, (c) provided a sure way of 
rediscounting sound commercial paper.'' Briefly explain 
these three functions. 

(14) In the factory system what is the interest of (a) the 

owner, (b) the laborer, (c) the consumer? 

Group VIII 

(15) If the United States Steel Corporation had a monopoly of 

the manufacture of steel, state how the market price of 
the finished product would be determined. 

(16) Mention three evils that the Clayton Anti-trust Act sought 

to remedy. Distinguish between the Interstate Commerce 
Commission and the Federal Trade Commission. 

Group IX 

(17) Partners desire to incorporate their busu^ss. Give three 

reasons that may influence them to make this change. 

(18) If you were making a statement of the resources and lia- 

bilities of a corporation, designate in which column you 
would place each of the following items: (a) preferred 
stock, (b) common stock, (c) cash on hand, (d) build- 
ings, (e) sinking fund. 

Group X 

(19) What is meant by sterling exchange and how have the 

rates been affected by the World War? 

(20) Explain the meaning of this statement. "Rent does not 

enter into the determination of normal prices." 
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June, 1920 
Answer two questions from each group 

Group I 

(i) Explain four of the foHowing terms: (a) fixed capital, 
(6) government bond, (c) stock market, {d) promoter's 
profit, {e) bill of exchange, (/) credit, {g) discount. 

(2) Explain four of the following: (a) social welfare, (h) 

collective bargaining, (c) closed shop, (d) open shop, 
{e) fair wage, (/) minimum wage, {g) labor. 

(3) Name five different kinds of taxes. Explain one of them. 

Group II 

(4) If there is a rise of 50 per cent in the cost of production 

of shoes, show the possible effect on (o) normal value, 
(h) market value, {c) demand, (d) supply. 

(5) Explain the law governing monopoly price and give an 

example of its operation. 

(6) Show how the principle of the elasticity of demand is 

illustrated in the case of (a) an oversupply of sugar 
on the market, (6) an undersupply of sugar on the 
market. 

Group III 

(7) What is a co-operative store and what are its purposes? 

(8) What is the "Plumb plan" of operating railroads? 

(9) Give four arguments showing the desirability of a muni- 

cipal market. 

Group IV 

(10) "The principle of protection is to build up our home in- 
dustries by manufacturing our own products. This gives 
our people employment, keeps the money in the country, 
and makes this country an independent and self-reliant 
nation." Wherein are these argimients valid? Wherein 
are they invalid? 

(li) "A bank is a manufactory of* credit." Explain this state- 
ment clearly. 

(12) Criticize the following statement: "A demand for com- 
modities is not a demand for labor." 
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Group V 

(13) Outline the organization of the Federal Reserve Bank. 

Explain how it was designed to guard against the weak- 
nesses of the old national banking system. 

(14) Write a draft. Explain what is meant by (a) discounting 

it, (b) rediscounting it. 

(15) Explain the following statement: "The European exchanges 

have all made new low records during the past year, 
the pound sterling falling from about $3.64 on December 
12 to about $340 from which it reacted to above $3.80." 
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January, 1921 

Answer two questions from each group 

Group I 

(i) Explain five of the following: (o) normal price, (b) fixed 
capital, (c) market, (d) supply and demand, (e) iron 
law of wages, (/) rent, (g) monopoly. 

(2) Explain five of the following: (a) par of exchange, (b) 

corporation, (c) holding company, (d) closed shop, (e) 
collective bargaining, (/) law of diminishing returns, (g) 
law of monopoly price. 

(3) "Distribution has long since become the most important 

of economic problems." Give argimients for or against 
this statement. 

Group II 

(4) What is meant by the laissez-faire policy of Government 

as advocated by Adam Smith? 

(5) Mention five economic results of the industrial revolution. 

(6) Mention three argtunents commonly advanced in favor of 

a protective tariff for the United States. Show how one 
of these arguments is economically valid at the present 
time. 

Group III 

(7) Show in detail the services rendered to production by 

capital. 

(8) Give the economic arguments for thrift. State some pos- 

sible ill effects of overthrift. 

(9) State four economic reasons for the high wages now paid 

to labor. 

Group IV 

(10) Describe the organization and the operation of the Federal 

Reserve Bank. 

(11) Mention two ways in which the government regulates rail- 

ways. Justify this regulation. 

(12) What is meant by the statement that the United States has 

a favorable trade balance? To what extent is this a 
measure of the prosperity of a country? 
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Group V 

(13) Show the effect on production in recent years of one of 

the following: (a) high wages, (b) shorter hours, (c) 
better working conditions. Illustrate by reference to a 
specific industry. 

(14) "There is a better feeling in banking circles as to the credit 

situation, although money will remain tight." (a) Ex- 
plain what is meant by (i) banking circles, (2) credit 
situation, (3) money will remain tight; (b) what influ- 
ence does tight money tend to exert on prices? 

(15) American farmers are constantly criHcized because they 

do not produce so much per acre as English farmers. 
Discuss (a) the reason for this condition, (b) the prob- 
ability of increasing our production within the next few 
years. 
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June, 1921 
Answer one question from each group 

Group I 

(i) Explain five of the following", (a) check, (b) stock- 
watering, (c) marginal utility, (d) Public Service Com- 
mission, (e) interest, (/) preferred stock, (g) accept- 
ance. 

(2) Explain five of the following: (a) boycott, (b) rent, (c) 

picketing, (d) American Federation of Labor, C^) mar- 
ginal producer, (/) discount, (g) first mortgage bond. 

Group II 

(3) In i860 raw cotton sold for 11 cents a pound and cotton 

cloth for 9J^ cents a yard. In 1910 raw cotton sold for 
15 cents a pound but cotton cloth had dropped to SJ^ 
cents a yard. State three reasons for this change. 

(4) What are the advantages as forms of business manag^nent 

of (o) individual management, (b) partnership, (c) cor- 
poration? 

Group III 

(5) Explain two benefits that result from individual rather 

than from common ownership of wealth. 

(6) "The capitalist renders no useful service but takes much 

that others produce." Give two arguments against this 
statement. 

Group IV 

(7) "The tariff can not help but be commercially hurtful to 

Xhe country as an international creditor," (a) Explain 
international creditor, (b) Give three reasons why the 
above statement is or is not economically sound at the 
present time. 
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(8) (a) What is the par of sterling exchange? (b) What 
determines in normal times how widely the rate of ster- 
ling exchange may fluctuate? (c) How has this fluctu- 
ation been affected by the World War? (d) Give two 
reasons for this effect. 



Group V 

(9) Explain the relations of the following under the Federal 
.Reserve Act: the Federal Reserve Board, the Federal 
Reserve banks and the member (national) banks. 
(10) State and describe two methods by which the United States 
. _ jgovernment raised money to carry on the World War. 



Group VI 

(11 X Whpt are some of the reasons for the presence in one 
locality of many factories producing the same article? 

(12) "A great conflagration or an earthquake is a blessing in 
disguise for it gives employment to labor." Criticize 
this statement. 



Group VII 

(13) What function does market price perform? Using the 
following demand and supply schedule, find by means of 
a graph or otherwise (a) the market price, (b) the 
amount of goods sold: 



Market price 


Demand 


Supply 


$1.75 


1000 


5000 


1.50 


1500 


4000 


1.25 


2000 


3000 


1. 00 


2500 


2000 


75 


3000 


1000 


.50 


4000 


500 



(14) State the law of monopoly price. A monopoly can produce 
an article at a cost of 60 cents. If it fixes the price 
at $1.20 it can sell 1000 articles; if it fixes the price at $1 
it can sell 2000 articles; if it fixes the price at 75 cents 
it can sell 4000 articles. Which price will it fix and why? 
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Group VIII 



(15) In 1914 the money in circulation per capita in the United 

States was approximately $38; in 1921 it was $60. (a) 
Explain the chief way in which this increase was made. 
(6) How has this increase affected prices? Why? 

(16) What is meant by credit? How does it aid production? 



Group IX 

(17) Explain what is meant by profit sharing. Give the chief 

argtunents for and against it. 

(18) What are the services rendered by an entrepreneur (one 

who undertakes or manages a business enterprise) ? 
Justify the payment of profits to him. 



Group X 

(19) Define a closed shop. Give two arguments in favor of the 

closed shop and two arguments against it. 

(20) Define arbitration, conciliation, collective bargaining. Com- 

pare their advantages as methods of regulating conditions 
of employment. 
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January, 1922 
Answer one question from each group 

Group I 

(i) Explain five of the following: (a) fixed capital, (6) index 
number, (c) elasticity of demand, (d) market, (e) bond, 
(/) budget, (g) tax exempt securities. [10] 

(2) Explain five of the following: (a) minimum wage, (b) 

stock broker, (c) walking delegate, (d) overhead ex- 
penses, (e) clearing house, (/) American valuation, (g) 
fiat money. [10] 

Group II 

(3) How has the development of transportation methods influ- 

enced (a) the scale of industry, (b) the localization of 
industry, (c) the distribution and concentration of pop- 
ulation? Illustrate in each case. [10] 

(4) Mention three advantages of large business units as con- 

trasted with small ones [6]. Give two reasons why small 
factories and stores nevertheless continue to exist. [4] 

Group III 

(5). State three advantages [6] and two disadvantages [4] of 
competition. 

(6) "Let us eliminate the middleman and his profits so that we 

can thus reduce the cost of living." Discuss the truth 
of this conclusion. [10] 

Group IV 

(7) Define normal price [2]. Show how market price tends 

to approach normal price, giving a specific example. [8]. 

(8) "Prices must decline from their high peak of 1920 before 

business revival can come." Justify this statement from 
the point of view of (a) the consuming public, (b) the 
producers. [10] 

Group V 

(9) What is meant by "efficiency management"? [2] Why is 

it desirable? [4] What evils may result from it? [4] 
(10) What is a cooperative factory? [2] State two advantages 
and two disadvantages of a co-operative factory. [8] 
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Group VI 

(ii) "The problem of distribution must be solved before per- 
manent industrial peace can be attained." Wfiat is this 
problem of distribution? [4] Explain one proposed solu- 
tion. [2] Give two arguments for or two arguments 
against it. [4] 

(12) Draw a diagram to show that economic rent is a differ- 

ential return. [5] Prove this statement by the use of 
your diagram. [5] 

Group VII 

(13) What is meant by inflation of credit? [4] Show the rela- 

tion between deflation of credit during the past eighteen 
months and the wholesale prices of commodities. [6] 

(14) Explain the meaning of elasticity of the currency. [3] 

Why is it desirable that a currency be elastic? [3] What 
provision for such elasticity is to be found in the Federal 
Reserve system? [4] 

Group VIII 

(15) In September, 1921, the mark was quoted in New York 

at less than i cent, the franc at about 7 cents, the pound 
sterling at 3.74. What do these quotations mean? [5] 
Show the effect on foreign trade. [5] 

(16) Give three reasons why the solution of the tariff question 

is more difficult for the United States to-day than it was 
before the World War. [10] 

Group IX 

(17) Give two reasons for or against the present law restricting 

immigration. [6] If this law should be made permanent, 
show how it would affect (a) wages [2], (h) certain 
industries. [2] 

(18) "Government financial policy can no longer be ignored in 

our business life; it affects every business enterprise." 
Explain the meaning of this statement, citing two illus- 
trations to show the connection. [10] 

Group X 

(19) Is restriction of output by the worker a benefit or an injury 

to him? Give reasons. [10] 

(20) Give two provisions of a good child labor law. [4] Give 

two sound economic reasons for such a law. [6J 
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June 22, 1922-— 9.15 a.m. to 12.15 p.m., only 
Answer one question from each group. 

GROUP I 

(i) Define five of the following: inflation, unearned increment, 
sliding scale, subsidiary coinage, variable expenses, de- 
mand deposits, circulating capital, economic goods. [10] 

(2) Define five of the following: piece wages, farm loan asso- 

ciation, cooperative marketing. Workmen's Compensation 
Law, collective bargaining, indirect tax, profit sharing, 
closed shop. [10] 

GROUP II 

(3) State the law of demand [4]. Explain two ways in which 

equalization of demand and supply may be secured in the 
case of (a) an oversupply of copper [3], (b) an over- 
supply of oranges [3]. 

(4) State the law of diminishing returns [4]. Show how this 

law works out in a case of (a) a farm [2], (b) an office 
building in a city [2]. What influence constantly tends 
to delay the working of this law in farming? [2] 

GROUP III 

(5) State three reasons for the growth of the business corpora- 

tion as a form of business organization today [6]. Ex- 
plain two disadvantages to the investor that may arise 
from the corporate form of organization [4]. 

(6) Define monopoly [4]. Give two examples showing that 

monopoly is sometimes economically more efficient than 
competition [6]. 

GROUP IV 

(7) Explain the services rendered by bills of exchange in inter- 

national trade. [10]. 

(8) State three important arguments for or against a protec- 

tive tariff [6]. Show the probable effect of such a tariff 
at the present time on (a) the American farmer [2], (b) 
the American exporter of manufactured articles [2]. 



100 ECONOMICS 

GROUP V 

(9) If the amount of money in circulation at any one time 
should be doubled, how would each of the following be 
affected: debtors, bondholders, prices of bonds, interest 
rates? [10] 
(10) "We need borrow no money for great national improve- 
ments. We can easily issue government paper money up 
to the value of the improvement/* State the economic 
fallacy in this statement. [10] 

GROUP VI 






(11) "Value is determined by marginal utility." "Value is de- 

termined by the equilibrium of demand and supply.*' 
Explain each statement [6]. Show that these statements 
are not contradictory [4]. 

(12) "Marginal cost determines normal value." Explain mar- 

ginal cost [4] . Show how under competitive conditions 
this statement is true [4]. Give two non-competitive con- 
ditions under which it would not be true [2]. 



GROUP VII 

(13) Explain the relation of any national bank of New York 

to the Federal Reserve bank of New York with reference 
to the following: (a) reserves, (b) rediscounts, (c) the 
issuance of Federal Reserve notes. [10] 

(14) State three functions of a comniercial bank [3]. Explain 

two of these functions [7]. 



GROUP VIIl 

(15) What are the fixed charges of a railroad? [4] Show how 

these fixed charges affect (a) the regularity of profit [2], 
(b) the tendency toward combination [2], (c) the cost 
of transportation with varying volume of traffic [2]. 

(16) Assume that sterling exchange is at par and English in- 

vestors buy $100,000,000 worth of American bonds. Ex- 

, plain the immediate effect of these purchases on the rate 

of sterling exchange in New York [6]. Explain the 

effect on sterling exchange as interest on these bonds is 

. paid [4]. 



!' 
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GROUP IX 

(17) What are profits? [4] Show that under competitive con- 

ditions profits are a differential return [6], 

(18) What is interest? [4] Give two reasotls for the payment 

of interest [6]. 

GROUP X 

(19) State ihr^e qualities of a good tax [6]. Judging by these 

quaHties, discuss the soundness of the New York State 
income tax [4]. 

(20) Give two reasons to justify government regulation of in- 

dustry [5]. Give two disadvantages that may result from 
excessive government regulation [5]. 



Thursday, January 25, 1923— 9.15 a. m. to 12.15 P- ni., only 
Answer one question from each group. 

Group I 

1 Define five of the following : open shop, bill of exchange, re- 
discounting, labor turnover, ad valorem duty, economic rent, 
capital, wealth, bank note. [10] 

2 Define five of the following: minimum wage law, limited 
liability, ship subsidy, public service utility, natural monopoly. 
Railroad Labor Board, compulsory arbitration, elasticity of de- 
mand. [10] 

Group II 

3 Adam Smith said, "The division of labor is limited by the 
size of the market." What did he mean by this statement [4] ? 
Explain three economic evils that have resulted from division of 
labor [6]. 

^ Is it likely that large factories will ever be devoted to portrait 
painting? Give two reasons for your answer. [10] 

Group III 

5 Assume that it takes two years to build a steel mill. What 
effect will this have on the value of steel products in case of a 
sudden increase in the demand for them? Explain. [10] 

6 "Normal value of freely produced goods will stand at the 
point where marginal utility equals marginal cost" Explain this 
statement, making clear the meaning of each italicized term. [10] 

Group IV 

7 The money in circulation in the United States in 1922 was 
$47 per capita, yet the bank deposits per capita were far in excess 
of this. Explain clearly how this condition is possible. [lo] 

8 "It is natural that we should think of a bank's loans as being 
the children of its deposits. But it is at least as natural to think 
of the deposits as being the children of its loans." Show how 
this statement is true, giving an example. [10] 

Group V 

9 What is the par of exchange between England and the 
United States [2] and how is it obtained [3] ? Show how a large 
issue of paper money by England would affect the rate of ex- 
change [5]. 

10 "It is true that imports and exports eventually will tend to 
balance." Show that in the trade between two countries thir 
statement is true. [lo] 



Group VI 

11 Give Gresham's law [5] and illustrate from the experience 
of the United States [5]. 

12 Explain how the cost of producing gold may affect its 
value. [10] 

Group VII 

13 State the principle of comparative costs in international 
trade [4]. Show that international trade will not arise in the 
case of two countries where the comparative costs of production 
are equal [6] . 

14 Give two economic arguments urged in favor of the tariff 
act of 1922 and two economic arguments against it [8]. Which 
are economically stronger and why? [2] 

Group VIII 

15 Explain, with concrete illustrations, how the middleman may 
render economic service to (a) the producer [5], (b) the con- 
sumer [5]. 

16 Some by-products are necessarily produced in the produc- 
tion of mutton, cotton, kerosene, butter, flour. How is the value 
of one of the above named articles, e. g, kerosene, determined? 
[10] 

Group IX 

17 In what respects do monopoly profits differ from competi- 
tive profits [5] ? How is the monopolist limited in the prices that 
he may charge [5] ? 

18 Give two reasons why a bondholder should receive interest 
[6]. Why may the interest rate reasonably be higher in Oregon 
than in New York [4] ? 

Group X 

19 What is the general property tax [4] ? Give three reasons 
against this tax [6]. 

20 "Wages may rise without hurting the employer's interest." 
Under what conditions may this be true [5] ? Under what con- 
ditions may it not be true [5] ? 



